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PROBLEM 


How to reclaim the ‘‘waste-lands 


in your office? 


SOLVED 
Get those bulky files out: 
get BURROUGHS Microfilming in! 


Old archives are a fantastic space- and time-waster. Change to 
microfilm for all your records and you’ll reclaim expensive 
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office space for productive work. Microfilm is compact (the 
contents of a normal filing cabinet can be reduced to the size 
of a cigarette packet). It’s guzck to refer to. It’s kept on the spot. 
And it’s safe from fire and negligence. 





Burroughs Micro-Twin is a combined Recorder and Reader—two machines for 
the price of one. The Recorder is easy to use: documents are fed in, photographed 
front and back simultaneously. The Reader shows document images full-size or 
larger. Facsimile prints can be made in minutes without a darkroom. 










-B) See Burroughs first @& 


Burroughs Machines Limited, 356-366 Oxford Street, London W.1 By appointment to 
Telephone: HYDe Park 9861 H.M. The men 
Accounting Sales and Service facilities from 56 centres in Great Britain and Eire a — ory o? 


Factories at Strathleven and Cumbernauld, Scotland Adding Machines 
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MR JOHN THOMSON 
who is to become Chairman of Barclays Bank next February on the 
retirement of Mr Anthony Tuke 


THE TRUSTEE INVESTMENTS ACT 





Why Crosby Income 
Trust meets most 
Trustees requirements 


Crosby Income Trust isa unit 

trust authorised by the Board of Trade. 
Under the Trustee Investments Act 

it qualifies as a ‘‘wider-range’’ investment. 


SUITABILITY OF 
INVESTMENT 


The Trust was created with 
the needs of Trustees 

very much in mind. Formed 
in October, 1960 it is 

designed to give a high and 
stable level of income 

now, with prospects of capital 
growth. For trusts with 

life tenants requiring income 
and remaindermen to 

whom the protection of trust 
capital is important, 

Crosby Income Units could be 
an ideal investment. 


DIVERSIFICATION OF 
INVESTMENT 


The funds of Income-Units are invested 
in over 125 British companies. Two 
thirds are in good class ordinary shares. 
On average these have increased 

their dividend nearly every other year in 
the past decade. The remaining 

third isin high yielding preference shares 
none of which has missed a dividend 

in the past decade. 


YIELD THE comMMENCING GROSS YIELD 
CALCULATED IN ACCORDANCE WITH 

BOARD OF TRADE RULES AT 16th AUGUST WAS 
£6.3.5d.% PER ANNUM. At this level 
trustees may be able to minimise any loss 
in immediate income liable to occur 
when switching from government stocks. 
The net U.K. rate is over 7/- in the 

£ and it is the Managers aim to maintain 
this rate. Bonus issues and other 
receipts of a capital nature are added to 
the capital value of the Trust. 


ONE OF THE SAVE-AND-PROSPER GROUP 


A unit trust of the Save and Prosper Group. 
The Group handles approximately 

£100 million on behalf of 200,000 investors. For 
further information ask your banker 

or stockbroker or write to 30, Cornhill, London, 
&.C.3. Telephone: MANsion House 5467. 
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To Europe 


BRITAIN’S relationship with Europe 
entered a new and more decisive 
phase on July 31 when Mr Mac- 
millan made his long-awaited state- 
ment on the Government’s inten- 
tions towards the Common Market: 
. after long and earnest con- 
sideration the Government have come 
to the conclusion that it would be 
right for Britain to make a formal 
application under Article 237 of the 
[Rome] Treaty for negotiations with 
a view to joining the Community if 
satisfactory arrangements can be made 
to meet.the special needs of the 
United Kingdom, of the Common- 
wealth and of the European Free 
Trade Association. 
The formal application was duly 
handed in the middle of last month 
to Dr Erhard, the President of the 
Ministerial Council of the European 
Economic Community. It is ex- 
pected to be considered by the 
Council at its next meeting on 
September 25 and that full-scale 
negotiations between Britain and 
the Six will begin early in October. 


These negotiations, in which the 
UK team will be led by Mr 
Edward Heath, are likely to be long 
and complex. The most formidable 
difficulties, plainly, will centre on 
the rights of free access to the 
British market accorded to Com- 
monwealth products; these prob- 
lems will no doubt come high on 
the agenda at the meeting of the 
Commonwealth finance ministers in 
Accra this month. The problems 
presented by Britain’s membership 
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of EF TA, however, should be more 
easily resolved: one EFTA member, 
Denmark, has already formally ap- 
plied for membership of the Com- 
munity (as has Eire); others are ex- 
pected to follow suit—though Swe- 
den has announced that she cannot 
consider joining. 

Any agreement with the Six, Mr 
Macmillan assured MPs, would be 
submitted to them for approval. 
The two-day debate held at the 
beginning of last month underlined 
how political attitudes to the Com- 
mon Market cut across normal party 
divisions. Mr Macmillan, who 
opened the debate, laid great stress 
on the need to preserve the political 
unity of the West; on the difficult 
problem of national sovereignty he 
asserted that President de Gaulle’s 
proposal for a Europe des patries was 
‘one with which we could associate 
willingly and wholeheartedly”. Mr 
Gaitskell, for the Opposition, pur- 
sued a studiously non-commital line. 
The Trades Union Congress, how- 
ever, was less frigidly guarded: it 
issued a statement approving the 
decision to open negotiations. 


Massive Aid from the Fund 


The International Monetary Fund, 
as our opening article on page 591 
records, answered Britain’s request 
for assistance by mounting the big- 
gest operation in its history. ‘The 
total resources put at Britain’s dis- 
posal early last month were no less 
than $2,000 millions; $1,500 mil- 


























































lions (equivalent to Britain’s gold 
subscription of $399 millions and 
about three-fifths of its quota of 
$1,950 millions) was drawn imme- 
diately and a further $500 millions 
provided as a stand-by credit avail- 
able for twelve months. Almost as 
significant as its size, was the form 
in which the assistance was given. 
The immediate drawing was spread 
over no less than nine currencies, 
with the US dollar providing less 
than one-third of the total ($450 
millions). Not surprisingly, it was 
attempted to concentrate the draw- 
ing on the currencies of the surplus 
countries of western Europe (which 
are, moreover, Britain’s creditors 
under the Basle agreement): the 
equivalent of $270 millions was 
drawn in D-marks and a similar 
sum in French francs, $120 millions 
each in Italian lire and Dutch 
guilders and $90 millions in Belgian 
francs; the remaining currencies 
drawn were Japanese yen ($75 mil- 
lions), Canadian dollars ($75 mil- 
lions) and Swedish kroner ($30 
millions). Less expectedly, the 
Fund decided to “ replenish ”’ one- 
third of its sales of each of the 
currencies drawn by selling $500 
millions of gold. In the absence of 
the arrangement of new borrowing 
powers, for which the Fund is 
doubtless looking to Vienna this 
month, the need to replenish its 
stock of D-marks, which have been 
drawn heavily in recent months, 
was evident, but its holdings of 
other currencies seemed adequate. 
Its decision, no doubt, was made in 
deference to American wishes that 
the operation should impose as little 
strain as possible on the dollar. 
(The US Treasury announced later 
that it was placing half the gold 
acquired from the IMF in its ex- 
change stabilization fund.) 


Some {£200 millions of Britain’s 
drawing, it was announced, would 
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be used to repay assistance extended 
by Continental central banks under 
the Basle agreement. The currencies 
remaining after these repayments 
will be added to the central reserves: 
in consequence the proportion of 
Britain’s reserves held in the form 
of gold in coming months will be 
significantly lower than in the past. 
The drawing is repayable within 
“an outside limit of three to five 
years ’’. It is subject to a once-for-all 
service charge of 4 per cent of the 
total amount drawn; in addition 
interest will be payable on a scale 
increasing with the period for which 
the drawing is outstanding and with 
the size of the outstanding balance. 
The stand-by credit is subject to a 
charge of } per cent per annum. 


£114m Gold Loss 
The gold return for July, issued 


on the eve of IMF’s announcement, 
revealed, for the first time since the 
Basle agreement came irto opera- 
tion last March, the full extent of 
the pressures playing on sterling. 
The gold loss for the month totalled 
no less than £114 millions ($319 
millions), the biggest since 1951. 
This brought the total loss since 
end-January to {283 millions. Al- 
most certainly the “‘ Basle ’’ assist- 
ance afforded during that period was 
not less than £300 millions. Allow- 
ing for the portion of Germany’s 
£674 millions debt repayment that 
was transferred across the exchanges 
within the period and the portion 
of Australia’s IMF drawing of $145 
millions of non-sterling currencies 
that was banked in London—each 
of which probably totalled £30-£40 
millions—the true drain on the re- 
serves was perhaps {650 millions. 
The fall in the reserves in July 
reflected some modest repayments 
to Britain’s Basle creditors—most 
notably, perhaps, to the Swiss 
National Bank, whose holdings of 


























foreign exchange, which had leapt 
from SwFrs 586 millions at end- 
February to SwFrs 1,399 millions at 
end-June, dropped by SwFrs 31 
millions (£24 millions) in July. The 
major gainer of reserves in July 
appears to have been France, whose 
official reserves rose by $188 mil- 
lions to $2,965 millions. The United 
States gold stock fell slightly during 
the month. Germany’s gold and 
exchange reserves fell by more than 
$100 millions in July. In the first 
half of last month, as tension in 
Berlin rose further, Germany’s re- 
serves fell by some $220 millions; 
this fall, however, partly reflected 
the effects of Britain’s IMF opera- 
tion: some DM 600 millions ($150 
millions) were used by Britain to 
repay Basle credits and this much 
more than offset the $90 millions of 
gold sold to Germany by the Fund. 
(Apparently, Britain intends to keep 
DM 400 millions of its D-mark draw- 
ing on deposit with the Bundesbank.) 
The shadow cast by Berlin was 
clearly visible last month in the gold 
market, where the price crept up to 
$35.174 an ounce, and in the foreign 
exchange markets, where it seems to 
have been the biggest factor in 
bringing the rally in sterling to a 
halt. The spot rate on New York, 
which had topped $2.804 on Aug- 
ust 9, 2 full cents above its level on 
the eve of the Chancellor’s statement, 
drifted back to around $2.80}. 
There were signs in the opening 
weeks of the month that the pull of 
a7 per cent Bank rate was drawing 
some foreign funds to London, but 
the amounts were probably small. 


Happily, the trade return for July 
indicated that the improvement in 
Britain’s current balance was con- 
tinuing. Seasonally adjusted, ex- 
ports totalled £307 millions, com- 
pared with the second quarter aver- 
age of £306 millions, imports £354 
millions, compared with £362 mil- 
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lions, and re-exports £16 millions, 
compared with £13 millions. Thus, 
again thanks almost entirely to the 
fall in imports (helped by a 2-point 
improvement in Britain’s terms of 
trade), the trade gap in the month 
narrowed to {£31 millions from the 
second quarter average of £43 mil- 
lions and the first quarter average 


of £64 millions. 


Barclays’ New Chairman 

It had long been known in banking 
circles that Mr Anthony Tuke, 
chairman of Barclays Bank since 
1951, who shortly reaches the age 
of 65, was planning to relinquish 
the chair. The formal announcement 
was released as this issue of The 
Banker was going to press: Mr Tuke 
will leave the chair, though remain- 
ing a member of the board, after 
the annual general meeting next 
February. He is to be succeeded 
by Mr John Thomson, who has 
been deputy chairman of the bank 
since 1958. Mr Thomson, now 
aged 53, has, like Mr Tuke, spent 
his whole working life in the service 
of the bank. In 1935 he became a 
local director at Oxford, the home 
of his family bank—Parsons, Thom- 
son & Co, merged into Barclays at 
the beginning of the century—and 
joined the main board of the bank 
in 1947. He will be succeeded as 
deputy chairman by Sir Thomas 
Bland, at present a vice-chairman. 

It was announced simultaneously 
that Mr R. G. Thornton, senior 
general manager of the bank since 
1954, will retire from that post early 
next month but will then become a 
member of the board; he has also 
been nominated for the vice-chair- 
manship next February. 


Steep Fall in Advances 

A steep fall in advances was 
shown by the clearing banks’ state- 
ment for mid-August, but it would 
certainly be wrong to attribute this 








marked change of trend to the new 
squeeze imposed by the Chan- 
cellor’s “‘ request ”’ made three weeks 
before. Net advances dropped by 
£103.8 millions, to {3,445.7 mil- 
lions, in spite of an increase of {3.5 
millions in the borrowings of the 
state boards. Part of this movement, 
the steepest, with the sole exception 
of September, 1955, since figures 
for net advances became available, 
probably reflects seasonal influences 
—there was a decline of £41 millions 


July 19, Change on 
1961 Month Year 
{mn {mn {mn 
Deposits .. 7523.3 +81.9 +275.5 
“Net” Dep* 7038.2 +86.0 +258.8 
Liquid yA i 
; Assets 2472.4 (32.9) +77.9 +213.6 
Cash .. 620.4 (8.3) +10.2 + 23.6 


’ Call money 580.3 (7.7) -10.0 + 21.4 
Treas bills.. 1016.6 (13.5) +49.4 + 51.2 
Other bills... 255.2 (3.4) +28.2 +117.3 


Special Dep = 147.1 (2.0) + 1.7 + 41.8 
ce Risk bP 

Assets 4724.0 (62.8) +20.4 + 27. 
Investments 1048.9 (13.9) -35.4 -29 

Advances .. 3675.1 (48.9) +55.8 +31 

State Bds 71.3 +101 - 2.8 

Sf 3603.8 +45.7 +321.4 

All other > 3478 2 442.3 +3161 


* Excluding items in course of collection 
and transit items. 

+ Ratio of assets to gross deposits. 

} Excluding items in transit. 


in the corresponding period last 
year—and part may have been 
ephemeral; but it can otherwise be 
regarded as the result of the cumu- 
lative efforts to tighten credit made 
since the beginning of this year and 
lately reinforced by the penal in- 
terest charges. 

Thanks to this sharp movement, 
there has been no further tightening 
of the pressure on liquidity, in spite 
of a decline in the actual total of 
liquid assets (by {22.7 millions) re- 
flecting the transfer to the special 
accounts at the Bank of England of 
the first half of the call for an addi- 
tional 1 per cent (of gross deposits), 
which absorbed £38 millions. The 
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average liquidity ratio rose frac- 
tionally, from 32.86 to 32.94 per 
cent, compared with 31.4 per cent 
at mid-August, 1960; the ratios 
among the Big Five banks ranged 
from 31.8 per cent at the Midland 
to 35.5 per cent at the Westminster. 
As will be seen from our regular 
table on page 647, investment port- 
folios were only slightly lower, while 
net deposits dropped by {£91 mil- 
lions, likewise a more than seasonal 
fall (Lloyds index, 1954 = 100, 
dropped 1.4 to 112.9). 

In the preceding four weeks, the 
changes in which are shown in the 
table opposite and in the tables of 
individual banks’ figures on page 
648, net advances had risen by £52 
millions, partly in consequence of 
the debiting of half-yearly charges. 
Investments showed a fall of £35 
millions, almost entirely due to the 
sales by Lloyds and Midland in 
late June, noted here last month. 


No Yankee Coal 


Ironically, in the same week as 
the Prime Minister announced the 
decision to expose Britain’s eco- 
nomy to the rigours of the Common 
Market, the President of the Board 
of Trade rejected, after several 
months’ deliberation, the application 


of the Steel Company of Wales to 


import cheap American coal. 


A Prop for Equities 


The increasing tension in Berlin 
and the growing realization that the 
Chancellor’s measures were con- 
siderably tougher than they had 
appeared at first sight imposed 
strong restraints on stock markets 
last month. In the opening days 
of August, however, the weakness 
of equities, which had carried the 


Financial Times index down from 


315.2 on the eve of the Chan- 
cellor’s statement to 306.2 on July 
31, was abruptly reversed by the 














we 
tee 
ing 
at 

inc 
ed, 


ba 
sto 


ha 




















news that the Trustees Investment 
bill, giving trustees the power to 
invest up to half the funds in their 
care in leading equities, would re- 
ceive the Royal assent on August 3. 
This brought a flood of discretionary 
orders to brokers’ offices—and also 
a warning to the market from the 
Government broker that it could 
not count on “‘ automatically ”’ pass- 
ing on to the authorities any gilt- 
edged stocks unloaded by trustees. 
Naturally enough, jobbers adjusted 
their dealing prices accordingly. The 
FT equity index bounded 22.1 points 
in the week to August 4; even more 
dramatically, the Government stocks 
index dropped to a new all-time low 
of 72.01 (making a total fall of 3.45 
points since the Chancellor’s state- 
ment) and War Loan slumped to 50$. 


In the following week these trends 
were decisively reversed. The trus- 
tees’ discretionary buying—and sell- 
ing—orders could not be executed 
at current prices: the FT equity 
index fell back 15.6 points and gilt- 
edged enjoyed a boomlet. By August 
25 the equity index had dropped 
back to 306.6, while the Government 
stocks index, which in mid-month 
had recovered to 73.93, had slipped 
to 73.28. The general impression in 


Throgmorton Street was that, al- 
though a very uncomfortable period 
seems to lie ahead for industry in 
general and for industrial profits in 
particular, the desire of trustees to 
purchase equities as soon as the 
opportunity arises should provide a 
strong prop for share prices—and 
also set a fairly close limit to any 
recovery in gilt-edged. 


Bank Economist Retires 
Mr W. F. Crick, doyen of bank 


economists in this country, retires 
at the end of this month from his 
post as General Manager for Re- 
search and Statistics at the Midland 
Bank, which he has served as eco- 
nomist for nearly forty years. Well 
known in banking, business and 
academic circles in many countries, 
Mr Crick has done more than any 
other man to bring bank economists 
together, not only within Britain, 
but internationally, for fruitful inter- 
change of views. After taking a degree 
at the London School of Economics 
and working for a time at Columbia 
University and the Federal Reserve 
Board, he was one of the first—if 
not the first—to join a British bank 
as economist. In the 1920s he be- 
came the back-room boy behind 
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Reginald McKenna, quickly made 
the Midland Bank Review the most 
significant of the between - wars 
organs of the big banks, and learned 
in an era of unemployment to 
prefer a managed and expansive 
monetary policy to the rigid ortho- 
doxy fashionable in official quarters 
and in the City generally. His 
habit of observant criticism, calmly 
reasoned and discreetly phrased, has 
been most strikingly exemplified 
recently in his thoughtful evidence 
to the Radcliffe Committee—and 
the marks of it can be clearly seen 
in the Committee’s report. It will 
now be brought to bear in slightly 
different spheres. Still in his early 
sixties, Mr Crick is taking up a 
special research fellowship at LSE, 
and will continue his chairmanship 
of the City of London College in 
addition to other activities. 

His worthy successor as economic 
adviser at the bank is Mr John 
Wadsworth, who at 56 has already 
served 41 years with the Midland, 
and has been head of the Intelli- 
gence Department since 1947. He 
spent 12 arduous years in branch 
banking, and took his degree by 
evening study, before joining In- 
telligence; collaborated with Mr 
Crick in producing, in 1936, their 
classic banking history; and then 
was given special banking training 
at various branches — including 
management of a London branch 
during the stress of war. 


Dearer Rates for Councils 


The end-July rise in Bank rate 
was quickly followed last month by 
increases in the rates charged by 
the Public Works Loan Board for 
loans to local authorities. The rate 
for loans with a term of less than 
15 years was increased from 63 to 
74 per cent, that for loans of 15-30 
years from 64 to 7 per cent and 
that for longer loans from 6} to 
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7 per cent. These increases reflected 
the Treasury’s policy of keeping 
PWLB rates in line with those 
prevailing in the market for loans 
to local authorities. There have 
been signs recently that the Board 
may be loosening its purse-strings 
to help authorities overcome the 
shortage of funds that has resulted 
from the heavy withdrawals of 
foreign money. ‘These withdrawals 
had already caused rates in the 
short-term mortgage market to har- 
den before the rise in Bank rate; 
on the morrow of the Bank rate 
increase the rate for 7-day money 
jumped by 14 per cent to 7} per 
cent (at the longer-end of the mar- 
ket the rate for 15-year loans rose 
from 64 to 7 per cent), but by mid- 
August an influx of funds—some 
from abroad—had pushed the rate 
down to 7} per cent. 

As a further adjustment to the 
new level of money rates, the 
Treasury last month raised the 
interest rate on tax reserve certi- 
ficates from 3 to 34 per cent tax free. 


HP Terms Stiffened 
Unaided by the Chancellor, the 


Finance Houses Association on Aug- 
ust 4 followed up its earlier ex- 
pression of concern at the inade- 
quacy of initial deposits by raising 
its recommended minimum down- 
payments on new cars and used 
vehicles under three years old from 
20 to 25 per cent and on older 
vehicles from 25 to 334 per cent— 
the rates foreshadowed a month 
earlier. At the same time the FHA 
raised maximum service charges on 
motor contracts by 1 per cent 
throughout—to 10 per cent a year 
on new cars, 11 per cent on second- 
hand cars less than three years old, 
and 13 per cent on older cars, and 
cut the commission allowed to dealers 
from 15 per cent of the service 
charge to 10 per cent. 
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Squeeze and Freeze 


FTER a month of unseasonably intense activity spreading out- 
wards from Whitehall and the Bank of England, the business 
world now has a much clearer idea of what the Government’s 
measures of end-July really mean, and many of its second 

thoughts have not been pleasant ones. To implement the policies, ministers 
and officials have gone into action on many fronts simultaneously, and 
each new indication of the nature and aims of the short-term measures has 
underlined their toughness. The fiscal dose of new taxation, as we pointed 
out last month, is by far the biggest ever administered by a Tory Chan- 
cellor; and it has since been confirmed that the credit squeeze is likely to 
be the tightest yet. Even more significant has been the demonstration of 
the scope and strength of the reinforcement for these and other disinfla- 
tionary measures that the Government is trying to contrive on the wages 
front. In spite of the unpropitious political atmosphere in which this 
effort is being mounted, all the recent portents suggest that it may be 
pressed with greater determination, and certainly over a wider range, than 
most people suspected at the outset. 

But if the toughness of the disinflation has become more apparent, so 
has the need for it. The biggest unforeseen change between the April 
budget and the “‘ little budget ’’, we remarked last month, lay in the degree 
of pressure against sterling. But it was not until the disclosure of the 
July drop in the reserves of gold and convertible exchange that any reliable 
clue was given to the huge extent of the strain that has had to be faced 
this year. Over the month, after providing for modest repayments of 
central bank credits under the Basle arrangements, but also after crediting 
some repurchases of exchange resulting from the covering demand for 
sterling that followed the Chancellor’s statement, the reserves dropped by 
£114 millions, the biggest monthly loss for almost a decade. This brought 
the total disclosed losses up to £283 millions since end-January—a period 
during which there had been massive support from the Basle credits and 
some reinforcement also from Germany’s advance repayment of indebted- 
ness and from retention of a portion of Australia’s purchase of exchange 
from the International Monetary Fund. If allowance is made for all these 
factors, there is no doubt that the true drain during these six months was 
substantially more than twice as large as the published drain. This means 
that the run on sterling, so far from being mainly concentrated, as was at 
first supposed, within the weeks of upheaval caused by the D-mark revalua- 
tion, was long sustained, reaching major proportions in June and July. 
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Over the period as a whole the reserves if unsupported would have been 
reduced by more than one-half, a degree of strain comparable only with 
that experienced in 1951, after the bursting of the post-Korea boom in 
commodities. Since the true scale of the pressure had been concealed, 
as one unfortunate consequence of the Basle arrangements, the Chancellor 
evidently felt that he dared not reveal it until the support of the IMF was 
assured, and thus was debarred from citing the most compelling argument 
of all for an immediate and sharp dose of disinflation. 

Fortunately, the Fund’s formal assent to Britain’s request for massive 
support followed hard on the heels of the news of the July gold loss; but 
it also served to confirm the extent of the strain. Britain has been allowed 
immediate purchases of exchange to the extent of $1,500 millions, which 
is by far the largest operation in the Fund’s history, and in addition has 
been granted a standby credit of $500 millions. As will be seen from 
the details of the operation given on page 585, some £200 millions of the 
drawings are being used in repayments of “ Basle”’ credits, but these 
repayments, which are likely to be completed this month, will not entirely 
exhaust the indebtedness to European central banks. The Fund announce- 
ment makes it clear that the purpose of the aid is to assist Britain to 
‘‘ restore a strong balance of payments position at the existing exchange 
rate and without imposing restrictions on trade and current payments ”’; 
and the scale of the aid is sufficient to show that, in the short term at least, 
there is no risk that the pound might be jolted off its parity by speculative 
attack. The net addition to the reserves after the indicated repayments 
will be some £336 millions, which with the sum in hand at end-July makes 
a total of £1,212 millions, a level never previously attained except in the 
unnatural flush of the first aftermath of Korea. This total looks the more 
impressive when it is remembered that a very large part of the private 
short-term liabilities so rapidly piled up last year have been equally rapidly 
discharged this year; and in addition there is the standby credit. 

In recent weeks the international exchange markets have been over- 
shadowed by the anxieties emanating from Berlin, so that it is hard to 
isolate the reactions to Britain’s measures. But the behaviour of sterling 
suggests that overseas observers are well aware that Britain has merely 
borrowed time. The new strength of the reserves of itself gives reassurance 
only for the fairly short term, because in three to five years almost half 
those reserves have to be returned to the IMF. In the meantime, unless 
and until fundamental correctives can be made effective, the substance 
will be seeping away through the current external deficit and the net outflow 
of funds on long-term investment account. In this respect there is a vital 
difference between the present situation and that obtaining in 1957: in 
that year there was not only a surplus on current account, but one sufficient 
to finance the outflow of long-term capital with a little to spare. 

There are signs, however, that the Government is seized of both the 
difference and the danger. ‘To judge from the instructive speech from the 
Financial Secretary to the Treasury during the end-July debate, the decisive 
consideration that led to the measures was not the outflow of funds as such 
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but the recognition that ‘‘ there was no reason to suppose that . . . the 
balance of payments situation would have righted itself by next year’. 
The main reason given for this disappointment of the Government’s earlier 
hopes was the rising pressure of domestic demand and the prospect that 
it would mount still further, if only because stock-building (the decline in 
which had been giving substantial relief) would start rising again. Hence 
the primary purpose of the measures is to achieve a “ substantial reduction 
in the domestic use of our resources relative to total home production ”’. 
In reply to criticisms of the ‘‘ mixture as before ’’, Government spokesmen 
have protested that the period of the “ pause ”’ is to be made the “ begin- 
ning of a new phase in our way of conducting our economic affairs ’’. 
This refers to the Chancellor’s resolve to initiate, in collaboration with 
both sides of industry, a “‘ more purposeful’ economic forecasting and 
formulation of objectives, with special reference to the problem of relating 
the increase in wages (and other incomes) to the long-run growth of pro- 
ductivity. Since Mr Lloyd’s meetings with representatives of employers 
and of the T'UC, the broad shape of these ideas has become a little clearer 
—suggesting that an important instrument may be in the making. But 
it is too soon to be sure. As Professor Victor Morgan points out in a 
penetrating article in this issue, the sort of activities that could be involved 
range all the way from the futile to the dangerous and from the harmless 
to the highly desirable. But whatever the Government has in mind 
for a longer-range policy, there can be no doubt about its present conviction 
that an essential pre-requisite is a due reduction in the immediate tem- 
perature of demand—to be followed, perhaps, by efforts to ensure that the 
boiler is worked at a slightly less exiguous safety-margin in future. 


Implementing the Squeeze 


For this immediate purpose, the main lines of policy—apart from the 
tax increases already imposed by the surcharge—are the restraint on 
Government expenditure at home and overseas and on the capital outlays 
of the local authorities; the credit squeeze; and the pause in wages. On 
the first of these, little more has yet been disclosed about the Government’s 
intentions than was implied in the economic debate, though the Chancellor 
and the other ministers most concerned have met representatives of the 
local authorities to explain broad objectives, and the text has been pub- 
lished of a detailed circular letter from the Ministry of Housing and Local 
Government on the whole problem of controlling local expenditure. In 
the other two lines of policy, the monetary restraints and the wages pause, 
the intentions have emerged much more plainly from the implementing 
actions of the past few weeks. Both these measures, it is clear, were 
seriously underrated in the initial reaction. 

The credit measures have since been seen to differ in two ways from 
those adopted hitherto—first, in the range of pressures brought to bear on 
the principal deposit banks; secondly, in the effort that is being made to 
ensure that a squeeze imposed through those banks will not be frustrated 
by an increase in the activities of other financial institutions. Against 
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the clearing banks the authorities are employing every available sanction 
simultaneously—the penal increase in Bank rate, the further squeeze on 
liquidity through the call for special deposits, the insistence that the 30 per 
cent minimum for the liquidity ratio be strictly observed, the refusal to 
countenance sales of investments—and then what is in effect both a quanti- 
tative and a qualitative ‘“ directive’*’ over advances. The Chancellor’s 
public statement that the impact of the special deposit call was intended 
to fall on advances—which in itself went back on the original official 
argument for this new device, that it would enable the banks to be regu- 
lated solely by the pressures on their liquidity—might have been taken to 
mean that the banks individually should restrain advances to the extent 
they judged necessary in the light of the resultant effect on their liquid 
reserves. But in fact the advances “ request’’ is intended to be over- 
riding, and equally applicable to all banks: a bank with a relatively high 
liquidity ratio is expected to respond to the request equally with one that 
already regards its liquidity as strained. ‘They are expected to stop the 
rise in total outstanding advances, and if possible to ensure that by about 
the year-end the total is no higher than at mid-July—in spite of the fact 
that they are asked to consider sympathetically any requests for finance 
‘* vitally needed for exports and productive industry ”’. 

In fact, as will be seen from the note on page 587, total advances fell 
steeply in the four weeks to mid-August, partly as a result of seasonal 
influences. But this welcome movement should not be expected to lead 
the banks to relax the tighter standards decided upon after the Chancellor’s 
measures. Outside the privileged categories, existing borrowers who have 
not kept strictly to their projected repayment arrangements are likely to 
be told more firmly to do so, and new requests will be subjected to much 
more rigorous scrutiny. In compliance with the terms of the request, 
new lending for property development except against existing commit- 
ments will virtually cease, and so will loans for consumer finance, while 
other applications for personal loans will be subjected to strict tests. In 
the field of consumption, the sharpest reaction of all relates to hire purchase. 
The banks have agreed that their credit lines to the hire-purchase finance 
houses will be reduced by a minimum of 10 per cent by end-October and 
by a further 10 per cent by end-January next. These are the cuts likely to be 
imposed on the principal houses (regardless of whether they are, or are 
not, affiliated to the lending bankers); smaller houses may find their 
facilities curtailed by an even larger percentage. 

The severity of the cuts at this point doubtless owes something to the 
conviction that it was the hire-purchase institutions that most obviously 
benefited in earlier years from the squeeze imposed on the banks. How- 
ever that may be, it is also at this point that the authorities’ own effort to 
spread the restraint throughout the financial sector has been most apparent. 
As the Chancellor explained in his opening statement, copies of the 
Governor’s letter to the clearing and Scottish banks were sent, as on 
previous occasions, to the several categories of ‘‘ outside” banks and to 
the accepting houses, and an approach was also made to the insurance 
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companies through the British Insurance Association. In addition, how- 
ever, the Bank of England for the first time addressed a “‘ request” to the 
members of the Finance Houses Association, suggesting in particular that 
it might be contrary to the national interest if finance houses that experi- 
enced a curtailment of credit facilities sought to attract an increasing flow 
of deposits from the public as the means of continuing to expand their 
operations: the impression conveyed by what seems to have been a some- 
what obscure passage is that this course might be justifiable only in so far 
as it was necessary for the meeting of pre-existing commitments to lend. 
This new pressure on the resources of the finance houses will strongly 
reinforce the stiffening of lending terms they had already decided upon, 
and have now combined with an increase in their maximum interest charges. 

The request to the insurance association, the main target of which was, 
of course, the financing of property development, was also not free from 
ambiguities, notably on the attitude the companies were expected to take 
on the underwriting of new issues. After discussion with the authorities, 
the association has advised its members that they should undertake no 
new property commitments (unless there is a clear ‘‘ export ’’ justification) 
but that they are free to back new issues—on the footing that the eligibility 
of the operation is a matter for its chief sponsor. 

Other consequential action by the monetary authorities has been con- 
cerned with investment expenditures outside the sterling area and return 
remittances. Some industrial companies have been dismayed to discover 
that the Treasury is putting a strict interpretation on the new principle 
that new investment in the non-sterling area must “ produce clear and 
commensurate benefits to UK export earnings and to the balance of 
payments’’. ‘The test applied is that the benefits should appear likely 
to show themselves in the short-term, possibly within twelve or eighteen 
months. It is to be hoped—and there is some reason to believe—that 
the Treasury will not apply this principle so rigidly as to frustrate projects 
obviously important to the balance of payments on a long view (and not 
readily postponable) solely because they could not promise a quick return. 
The plight of sterling is not so desperate as to require a disproportionate 
sacrifice of future advantage for the sake of immediate relief; but the fact 
that the authorities are already being charged with this sort of short- 
sightedness is proof, at least, of the marked stiffening of their attitude— 
a change that is being shown also in the drive now being started to ensure 
a larger repatriation of profits earned overseas by British companies and 
their subsidiaries. 


Enforcing the ‘ Pause ”’ 


It is on the all-important wages front that the biggest shocks have been 
felt. The Government’s effort to ensure a pause in wage increases “‘ until 
productivity catches up” is being vigorously pressed not only among its 
own direct employees and others in the public sector but also—as fore- 
shadowed here last month—into industries in the private sector where 
the wage settlements require ratification by a minister. As an earnest of 
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its determination and its sense of urgency the Government has taken the 
politically dangerous course of interfering with the established machinery 
of arbitration and independent settlement of wages. The civil servants 
have been bluntly told that, whilst wage settlements already in the pipeline 
may proceed and be implemented, no other pay increases will be permitted 
for the duration of the “ pause”’. Although the negotiating machinery 
may continue to function, any resultant offers ‘ will be for implementation 
when circumstances permit, with no retrospection’’; the Government 
where necessary will withdraw from the scope of the arbitration tribunal, 
and the operative date of any award will not be arbitrable. No specific 
date has yet been given for the ending of this freeze: the Government has 


merely promised “to review the situation early next year ’’—which is. 


generally taken to mean late February or early March. 

These principles have been formally communicated not only to all the 
appropriate bodies in the public sector but also to the secretaries of the 
wages councils that provide the statutory machinery for collective fixing of 
minimum wage rates in some sixty trades and occupations that are not 
subject to any highly organized trade unionism. Agreed settlements 
recommended by these councils acquire statutory force only after signature 
by the Minister of Labour; and although the Minister has no power to 
amend the proposals, it has been made clear that his assent may be with- 
held unless they comply with the Government’s policy. Two recom- 
mended settlements have, in fact, already been “ referred back”’ to the 
councils for reconsideration—with a strong hint that the Minister of 
Labour might take the unprecedented course of referring back a second 
time if the proposals are resubmitted without alteration. 

These blunt actions have not surprisingly aroused a storm of protest 
from the civil servants and from the trade unions generally. Amid a 
general atmosphere of non-cooperation, important groups of workers both 
in the private and the public sectors (notably including the railwaymen) 
have tabled wage demands in open defiance and others have announced 
that they will follow suit—all without exciting any visible discouragement 
from the Council of the Trades Union Congress. It appears, indeed, 
that when the Economic Committee of the TUC met the Chancellor on 
August 22, at his invitation, to discuss the projected new approach to long- 
term planning, much of its energies were expended in attacking the injustices 
of the pause and the assault on arbitration. In the circumstances, it was 
hardly to be expected that the TUC representatives would do more than 
undertake to consider the Government’s proposals for planning—but they 
will evidently participate in the joint discussion “ with all concerned” 
which the Chancellor intends to stage in a few weeks’ time, and at which he 
will present his own ‘‘ working paper’”’. The climate for agreement on any 
aspect of wages policy—widely regarded as the main eventual objective of 
the new approach—is likely to remain unpropitious at least until the 
‘‘ pause’ has come to the critical trial of strength that now seems almost 
unavoidable. But none of the unions, however militant on other occasions, 
seems anxious to provide the test case. 
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Growth without 
Inflation 


SOME LONG-TERM POLICIES 


By E. VICTOR MORGAN 


HE British economy needed a sharp dose of deflation both to 

relieve the strain on domestic resources and to correct the balance- 
of-payments deficit, and this the measures of July 25 have cer- 

tainly provided. There is also need for a pause in the growth 

of money incomes, pending a renewed expansion of output. Here, the 
efficacy of the Chancellor’s prescription is less certain, but a really tough 
attitude towards wages claims in the public sector combined with the 
squeeze on profits implied in the Chancellor’s other measures would probably 
have the desired effect. Both the elimination of excess demand and a 
pause in the growth of money incomes are, as Mr Selwyn Lloyd stressed, 
necessary conditions for sound economic expansion, but they are very far 
from being sufficient to ensure it. Apart from a welcome attempt to main- 
tain industrial investment, the Chancellor’s recent measures are very similar 
to those of former crises; in themselves they contain no permanent safe- 
guard against inflation and no assurance of more sustained economic growth. 
The creation of an economy that can maintain, without inflation, the 
growth rate envisaged by the Chancellor and by the Council on Prices, 
Productivity and Incomes demands long-term policies of a far more radical 
kind. In the initial statement on his measures Mr Selwyn Lloyd empha- 
sized the necessity of bringing public expenditure “ into a proper relation- 
ship with the resources likely to be available in the long term”. He 
stressed the need to “‘ work out methods of securing a sensible long-term 
relationship between increases of incomes of all sorts and increases of 
productivity’, and he envisaged, in his amplifying statement in the 
economic debate on the following day, “‘ a joint examination of the economic 
prospects of the country stretching five or more years into the future ’”’, 
which “ would cover the growth of national production and distribution of 
our resources between the main uses, consumption, Government expendi- 
ture, investment and so on” and would “try to establish what are the 
essential conditions for realizing potential growth’’. These are laudable 
sentiments, but sadly vague and lacking in the needed sense of urgency. 
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The truth is that Britain in the past few years has a very bad record 
both for growth and price stability. From 1953 to 1960 its manufacturing 
output rose by less than that of any other OEEC country—31 per cent, 
compared with 76 per cent in France, 83 per cent in West Germany and 
84 per cent in Italy. In terms of productivity per man year Britain 
achieved a rise of only 20 per cent, compared with 34 per cent in Ger- 
many, 63 per cent in Italy and 66 per cent in France. If a further cor- 
rection is made for changes in hours of work the record is even worse— 
a rise of only 16 per cent in Britain against 41 per cent in Germany and 
60 per cent in France.* These statistical indicators cannot tell by any 
means the whole story, but they leave no doubt that Britain has been 
falling very seriously behind its neighbours and competitors. If it has 
lagged behind in production, however, it is near the top of the league for 
inflation. Despite the fact that Britain benefited more than most European 
countries from changes in the terms of trade, it experienced a rise in con- 
sumer prices by 21 per cent from 1953 to 1960, a figure exceeded, among 
OEEC countries, only by France and Sweden. 


Economic Schizophrenia 


The increase of material wealth is not, of course, the only aim of society. 
It would be perfectly rational to maintain that certain institutions, ways of 
behaviour, social conventions or patterns of income distribution are desir- 
able for their own sake and, if necessary, to accept a slower rate of economic 
growth in order to maintain them. But this is not what the British people 
have done. On the contrary, they have demanded increases in money 
incomes which, if they could have been translated into goods, would have 
produced a very rapid rise in the standard of living; most of them have 
shown by their eagerness to work overtime and their willingness to pay 
high rates of interest on hire-purchase contracts that they are impatient 
for increased consumption. Yet, while demanding rapid growth, we have 
continued to cherish institutions and attitudes that are thoroughly inimical 
to growth. It is this economic schizophrenia that is the fundamental 
cause both of our poor growth record and our chronic tendency to inflation. 

For some years there has been a lively debate among academic eco- 
nomists as to the relationship between demand and costs in the mechanism 
of inflation. It is obvious that, in a free market where resources are fully 
employed, any excess of total spending over the current value of output 
must raise prices. Many economists, however, have maintained that, even 
if there is no “excess demand ”’’, prices can still be pushed up by wage 
claims from trade unions or by a monopolistic increase of profit margins, 
and this view has recently been endorsed by the distinguished committee 
which has been investigating the recent price history of Western Europe 
on behalf of OEEC.F For Britain, this committee found that (between 

* Figures from the United Nations Statistical Yearbook and Monthly Bulletin of Statistics: 
Productivity figures obtained by dividing index of manufacturing production by index of 
employment in manufacturing. 


+ The Problem of Rising Prices by William Fellner, Milton Gilbert, Bent Hansen, Richard 
Kahn Friedrich Lutz, and Pieter de Wolff. (OQEEC, 1961, price 21s.) 
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1953 and 1959) ‘‘ demand inflation ’’ operated only from late 1954 to mid- 
1956, yet retail prices rose by 7 per cent between the middle of 1956 and 
the middle of 1958. Prices can, of course, only rise if demand is strong 
enough to sustain them, but a rise in incomes itself creates additional 
spending power and so long as this is fully used, there is no theoretical 
reason why a price rise, originating from a rise in incomes should not be 
self-sustaining. Certain practical conditions must, however, be present. 
The sellers of labour or of goods must act monopolistically, for a large 
number of people competing against one another cannot force up the 
price of the goods or services they are selling. There must be some 
elasticity in the money supply for, if the quantity of money were rigidly 
fixed there would sooner or later come a point where rising money incomes 
created such a shortage of money and credit that spending would be 


PRODUCTION, PRODUCTIVITY AND PRICES IN WESTERN EUROPE 
1960 as Percentage of 1953 
Productivity in 


Manu- Manufacturing Con- 

Country facturing Man- Man- sumer 

Output year hour Prices 

Austria a oF 172 138 125 117 
Belgium ‘a ” ae 136 133 ° 110 
France... et ba - 176 166 160 134 
Western Germany .. “s 183 134 141 113 
Italy .. “ sa - 184 163 ° 115 
Netherlands .. - 7 159 142 a 121 
Norway - os ea 144 137 * 121 
Portugal “9 - a 165 * ° 109 
Sweden i - 134 138 * 124 
United Kingdom “3 131 120 116 121 


* Not available. 
Source: United Nations Statistical Yearbook and Monthly Bulletin. 


checked. Finally governments must be prepared to countenance an expan- 
sion in the total rate of spending, and not check it by raising taxes or by 
other measures. 

These conditions are obviously not difficult to meet in the present-day 
world and the empirical evidence strongly suggests that the push on costs 
exerted by monopolistic pressure groups has been an important and inde- 
pendent cause of inflation. In theory the argument applies equally to 
wages and profit margins; in fact, wages are the more important both 
because they are a much larger component of prices and because, in general, 
trade unions enjoy more monopoly power than managements. This is 
the justification for the growing demand for a national wages (and/or 
profits) policy. 

The great difficulty about such a policy is that of combining general 
stability with innumerable particular changes. Price stability does not 
mean the stability of all prices; on the contrary, it is essential to economic 
efficiency that where technical progress makes possible a reduction in costs 
the price of the product should fall (thus encouraging the use of it) and that 
where real costs are increasing the price of the product should rise. Equally, 
stability of wages and profits does not mean constancy; if demand is to be 
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maintained at an adequate level with prices constant, money incomes as a 
whole must rise at the same pace as output; if resources are to be steered 
in the right direction both labour and capital must be allowed to earn more 
than average rewards where they are scarce, and less than average where 
they are superabundant; and, if efficiency is to be encouraged, unusual 
effort must produce high earnings and unusual enterprise, high profits. 


Scope for Official Guidance 


In face of these complications any attempt to plan the allocation of 
incomes in detail would be likely to produce not stability but stagnation. 
There is, however, much that the Government could do by way of guidance. 
First, it could declare, far more categorically than any Government has 
yet had the courage to do, its intention to put price stability at the head 
of its economic objectives. It could issue an annual forecast of the 
potential percentage rise in overall incomes that could be met without 
inflation, and make it clear that arbitration tribunals should award more 
than that percentage only if special circumstances exist, and that they 
must be equally prepared to award less where the supply of a particular 
kind of labour is excessive. ‘There is an obvious danger that a figure 
intended as a guide to an average increase in incomes might come to be 
treated as a minimum. The Government forecast could, of course, be 
badly wrong. In that case, if average incomes moved in accordance with 
the forecast, there would be either excess capacity or a tendency to renewed 
inflation. In judging how the situation was developing, the Government 
would obviously pay attention to the course of prices; but figures of employ- 
ment, unemployment and vacancies, of new orders and orders on hand, 
and of capacity-use would provide more sensitive indicators, especially if 
statistics of orders and capacity were improved. In applying any necessary 
correctives, the authorities should rely either on monetary policy or on 
fiscal measures of a general kind. Should either labour or capital flout 
the Government’s advice, action of a more specific kind should be taken; 
for example, an inordinate rise in wages could be met by a rise in employee’s 
social security contributions and a similar rise in dividends by a distributed 
profits tax. 

All this implies that, while leaving the maximum freedom for relative 
adjustments, the Government would take steps to see that total money 
incomes grew no faster than productive capacity. If, in spite of this, 
prices in general rose, there would not be enough demand to buy up all 
output at enhanced prices, sales would fall off, and some unemployment 
and excess capacity would arise. This would be unfortunate, but it should 
be made clear that the blame would rest fairly and squarely on the groups 
that had pressed for large increases in money incomes, and on no account 
should it be made an excuse for a weakening of the Government’s deter- 
mination to restrain the growth of spending. 

However, arguments about the distribution of income can be settled 
much more easily when the total available for distribution is increasing 
rapidly, and for this reason as well as others, we need a radical review of 
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our ideas and institutions to weed out those which are inhibiting growth. 

Here, one of the most important needs is a re-appraisal of that much 
abused term, ‘‘ full employment’’. It may be necessary, for reasons dis- 
cussed above, to accept some fluctuations in employment as a condition of 
price stability, but these should not be severe, and should diminish as 
understanding of the economic system grows. Quite apart from such 
fluctuations, however, there are grave disadvantages in running the economy 
with an unemployment rate of between 1 per cent and 2 per cent as we 
have done for most of the post-war years. This is so slender a margin in 
relation to the errors of economic forecasting that any Government trying 
to maintain income at a level appropriate to this degree of full employment 
is in constant danger that a very slight miscalculation or a very small 
unforeseen rise in demand will lead to “‘ demand inflation”. A very high 
level of employment also strengthens the less responsible elements in the 
trade unions, weakens the resistance of managements to wage claims, and 
so enhances the danger of cost inflation. More important, a national average 
unemployment rate of between 1 per cent and 2 per cent means that 
some areas and some industries are acutely short of certain types of labour; 
thus a brake is put on expansion, often at the points where opportunities 
are greatest and managements most go-ahead. Moreover, such labour 
shortages often result in shortages of machines, components or materials 
required for the production of other goods and so the slow-down extends 
far beyond the immediate “ bottle-neck”’. Finally, the -fear of labour 
shortage leads employers to hold on to labour for which they have no present 
need, and so reduces mobility and creates concealed unemployment. The 
output and employment figures of the past two years suggest that this 
concealed unemployment is now quite substantial. 


Promoting Mobility and Savings 


This is not, of course, an argument for a return to mass unemployment 
but merely for a little greater flexibility in the labour market. There is 
probably, with the present economic structure of Britain, a critical point 
somewhere between 2 per cent and 3 per cent above which the difficulties 
discussed above are not serious, and below which they become progressively 
more formidable. If this is so, the acceptance of a “‘ normal” figure of 
2 per cent to 3 per cent would both reduce the danger of inflation and 
raise the potential rate of growth. 

A corollary to the acceptance of a somewhat higher rate of unemployment 
would be a change in the National Insurance system to provide much 
higher benefits during the first few weeks. This would be necessary as 
an act of social justice, and also in order to stop the growing and dangerous 
practice of redundancy payments by individual firms; the worst possible 
way of promoting mobility is to impose what amounts to a special tax on 
firms releasing labour. 

The inflexibility resulting from over-full employment is a major impedi- 
ment to growth. Another is the amount and distribution of investment. 
In the three years 1956-58 Britain invested, in fixed capital and stocks, 
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16 per cent of gross national income. Of its principal European com- 
petitors, France invested 19 per cent of gross national income; Italy 21 per 
cent; Germany 22 per cent; and the Netherlands 24 per cent. The 


British figure rose to 18 per cent last year, but it is still a long way behind F 


other European countries. 
In an economy that is fully extended, investment is limited by the 


amount of saving available, and the encouragement of saving should be | 
an important consideration in framing the tax structure. A modest begin. | 


ning was made by raising the surtax limit, but there is still room for a 
further move from taxes on income to taxes on expenditure, and why dis- 
criminate against investment income as unearned? Indeed, it is quite 


possible to argue that even taxing investment income at standard rates is [ 
discriminatory, since the saver pays tax on the income out of which he | 
saves and again on the return on his savings, whereas the spendthrift pays [ 
only once. With taxation at its present level, it would be undesirable to | 
raise it still further in order to increase the budget surplus, but some of [ 
the nationalized industries could increase their current surplus (or reduce [ 
their deficit) by adjusting their pricing policies, and local authorities could | 


certainly add to their current surplus by charging economic rents. 


Housing—Britain’s Most Artificial Shortage 


However, it is not only the amount of investment but its distribution 
that matters, and we should certainly have enjoyed a higher growth rate 
if more of our investment had gone into industry and less into building. 
Here the biggest single distortion is, of course, in housing. The so-called 


‘‘ housing shortage ”’ is probably the most artificial shortage with which any [| 
community has ever saddled itself. The relaxation of rent control on houses | 
of higher value has only touched the fringe of the problem; there are still f 
many towns in which the average rent for a local authority house is under f 


£1 per week (and in some cases much under) and the smaller and older 
houses owned by private landlords are still controlled at equally unrealistic 
figures. This system has no foundation in justice, for whether one lives 
in a controlled house or not is a matter of historical accident with little or 
no relation to present needs. However, the creation of an artificial scarcity 
has done great harm both in distorting the pattern of investment and im- 


peding the mobility of labour. The abolition of rent control and the | 


insistence that local authorities charge economic rents (with generous 
treatment by the Assistance Board for those in real need) would remove a 
major obstacle to growth. A less serious, but still substantial distortion 
occurs in the distributive trades where the maintenance of fixed prices leads 
to much “ non-price competition ”’, including lavish investment. Compared 
to these distortions, the much discussed boom in office building is a small 
thing and, in view of the very bad conditions still prevailing in many offices, 
one which may yield a high return both in comfort and efficiency. There 
is, however, need for a closer scrutiny of the yield on public investment, 
especially of “‘ social ’’ projects. 

Attention has already been called to several obstacles to the mobility of 
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labour and, besides removing these, there is a case for considering positive 
incentives to mobility including a genuine pay-roll tax—that is to say one 
that, unlike the Chancellor’s budget proposal, would be permanent and 
substantial. 

Growth is being impeded not only by shortages of labour in general but 
by shortages of particular skills, and much lip-service has been paid to the 
need for more education and training. Without questioning the need for 
more facilities, two qualifications may be made. The quality of education 
is even more important than its quantity and, in order to get the right 
quality, we need bigger pay differentials at key points, e.g. between the 
primary school teacher and the mathematician in a grammar school. More- 
over, in some directions it is not easy to get enough of the right people to 
use the facilities that are available, and there is a case for wider differentials 
between more and less skilled work. This is largely a matter for trade 
unions and employers, but the Government can set an example where it 
is itself the employer. 

It has become almost trite to talk of the need for more competition in 
industry, but the need is no less real for being much talked about. The 
Restrictive Practices Act is having a real effect here but there is need for 
vigilance about ways, such as the open-price agreement, of circumventing 
it; the Monopolies Commission could be used in cases where there appears 
to be collusion between a few large firms. The legal prohibition of re-sale 
price maintenance would also be very desirable. The mere removal of 
some of the obstacles to competition already mentioned would give a big 
stimulus and a still bigger one may come from entry into the Common 
Market. Indeed the spur to competition from the abolition of tariffs 
between Britain and Europe could be one of the greatest benefits from 
joining the Common Market and, if the negotiations succeed, it is to be 
hoped that the EEC countries will negotiate through the GATT further 
tariff reductions with other parts of the world. 


No Gimmick for Exports 


So far nothing has been said about the promotion of exports, which 
looms so large in most current discussion of our problems. The health 
of the export trade depends not on any special gimmicks but on the avoid- 
ance of inflation and on the efficiency of the domestic economy. Special 
measures to encourage exports are—like restrictions on imports—a double- 
edged weapon; they can easily provoke retaliation and disrupt good inter- 
national relations. One change, however, is worth serious consideration. 
The present purchase tax is an obstacle to good design and a nuisance to 
trade in general; there would be big advantages in replacing it by a turn- 
over tax on a much wider range of goods which would, of course, be 
remitted on exports. 

This list of reforms has grown very long and has probably covered most 
of the major reasons for our inability to grow without inflation. There 
are many minor ones, however, for example, the Sale of Goods Acts could 
be amended to give more substantial protection to the consumer, and the 
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labour. 


legislation and considering its effect on economic growth. 


Speakers in the Commons debate, from the Chancellor downward, 
referred to “ planning” with disturbing frequency and wide variety of | 


- meaning. Some of the activities that might be covered by the word range 
from the harmless to the highly desirable. The more understanding there 
is of the problems involved in “ a sensible relationship ”’ between the growth 
of incomes and of productivity, the better, and any joint consultation that 
promotes such understanding can do nothing but good. Again, the more 
information that is available to those who have to make decisions, the better, 
and econometric studies can do valuable work in showing the demands on 
resources that would be created by growth at various rates and in various 
directions. What would be disastrous, however, would be the reversion to 
the type of planning that fixes “‘ targets ” for various sectors of the economy 
under the illusion that this would somehow solve our problems and avoid 
the rather unpleasant acts of self-discipline advocated in this article. Ex- 
perience of official economic forecasting from textiles and sweets to coal 
and atomic power should be sufficient warning of the errors that can arise 
and the waste of resources that could be implied in committing the economy 
to a system of “‘targets’’. Moreover, all economic forecasting involves 
the projection into the future of the experience of the past, and the essence 
of a free and dynamic system is that people (whether investors, producers 
- or consumers) are free to behave differently from any way in which they 
have behaved in the past. It is largely these essentially unpredictable 
changes which cause short-run fluctuations, and no amount of planning 
can do away with them. We cannot hope for perfectly regular economic 
growth but we can hope for continuous progress (though faster at some 
times than at others) instead of the stops and starts of the last few years. 
To achieve this, however, we need more flexibility, efficiency and thrust 
which no planner can infuse. The Government can, however, give the 
lead and, if we are to reap the full benefit of the Chancellor’s recent medi- 
cine, the next two years should be devoted to a thorough overhaul of our 
legal, fiscal and administrative system. 
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Shops Acts to permit more convenient hours and greater use of part-time | 
It would be no bad thing if a select committee of the House of | 
Commons were created for the purpose of reviewing the whole body of | 
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World Payments 
and the IMF 


THE PROBLEM FOR VIENNA 


By R. S. GILBERT 


N mounting for Britain its biggest-ever programme of assistance, the 

International Monetary Fund gave an impressive demonstration of the 

rOle that it can play in world finance. But the very scale of the operation, 

which immediately reduced the Fund’s total holdings of gold and 
leading currencies (other than sterling) by a fifth, underlined the need to 
reinforce its resources. Moreover, the particular form in which the 
assistance was extended—and most notably the fact that it was deemed 
necessary Or prudent to raise one-third of the $1,500 millions of foreign 
currencies drawn by Britain by selling gold—may perhaps tend to increase 
doubts about the adequacy of the proposals for giving the IMF more 
ready: access to the currencies of surplus countries that are expected 
to be laid before the annual meeting of the Fund in Vienna this 
month. ‘These proposals, it is widely anticipated, will follow the broad 
lines of the plan suggested by Dr Bernstein in giving the IMF power to 
arrange lines of credit with the major industrial countries, but they will 
not go as far as the Bernstein plan in some other directions.* To judge 
the adequacy of such proposals, and of the others recently canvassed, it is 
necessary to examine the resources at present available to neutralize specu- 
lative movements of hot money and to form some estimate of the probable 
growth in the need for international reserves over the years ahead and of 
the extent to which that need is likely to be met from the conventional 
sources of international liquidity—gold and the currencies of the reserve 
countries, notably the dollar and sterling. An attempt is made in this 
article to assess the magnitude of the problem facing the Fund. 

The main questions that need to be answered are: On the demand side, 
(i) at what level in relation to their trade and payments do individual 
countries need to hold reserves ? and could countries with excess reserves 
meet (or be expected to meet) the needs of those with inadequate reserves ? 
(ii) at what rate can world trade be expected to grow given sufficient inter- 





* For a summary and discussion of the Bernstein and other plans for reforming the 
IMF, and of Dr Jacobsson’s own suggestion, see “‘ Recipes for Fewer Panics”, The 
Banker, June, 1961. 
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national liquidity ? and will that growth require a corresponding expansion 
of liquidity? On the supply side, (i) what can be expected from new gold 
production ? (ii) what can be expected from increased foreign balances 
(especially of US dollars) acquired by countries prepared to allow them 
to accrue ? (iii) what can be expected from the IMF, before and after it 
acquires the proposed standby lines of credit? These questions will be 
considered in turn. 


Reserves: Is Redistribution Possible ? 


Countries need to have adequate resources to meet not only deficits on 
current and long-term capital account, but also to cope with the effects of 
speculative movements once reserves do begin to run down and to give 
time for policy measures to be introduced to maintain full employment or 
to curb inflationary trends. Perhaps the most convenient measure of the 
adequacy of a country’s reserves is the number of months’ imports that 
they represent: thus a 334 per cent ratio means that reserves are equivalent 
to four months’ imports. But the really significant consideration here is 
the possible imbalance that the country might experience in its external 
payments. Some light has been thrown on the basic factors determining 
the required ratio of reserves in a recent study by the National Institute.* 
This calculated the annual balance of current and long-term capital account 
as a percentage of reserves for each of the nine major manufacturing 
countries since 1955. Thus it is shown that in 1957 France experienced 
a deficit in current and long-term capital transactions equivalent to no 
less than 92 per cent of its reserves; and Japan a deficit of 64.3 per cent; 
Britain’s overall deficit was equivalent to 28 per cent of reserves in 1955 
and 47 per cent in 1960. More important, many of the countries sur- 
veyed, not to mention primary producers, have had deficits in consecutive 
years. Since 1955, the United States has experienced four deficits in five 
years; Canada has had six years of consecutive deficits; France has had 
three consecutively, and Britain and the Netherlands two consecutively 
—Britain, indeed, experiencing this twice in the five years. The National 
Institute figures suggest that reserves of the order of five times likely large 
annual deficits are probably safe; but clearly there can be no hard and fast 
rules. The ratio of reserves to imports varies considerably from country to 
country, but the evidence of recent years—for primary producing countries 
as well as manufacturing—suggests that most countries are reluctant to let 
their reserves fall far below a level that keeps their ratio fairly stable. This 
desire to keep the ratio steady no doubt partly explains why so many 
countries have turned to the IMF in recent months. 

To show more clearly the trend of reserves it is necessary to divide the 
world into major trading groups. One significant division is presented in 
the accompanying table, which, besides showing the average reserve ratios 
of the primary producing countries, the Common Market and EFTA 
countries, includes two wider groupings—the principal industrial countries 
other than the United States, and the free world, again excluding the United 


* NI Economic Review, January, 1961, pp 15-17. 
606 











wo 


Yea 


195¢ 
1955 
195€ 
1957 
1958 
195% 
196( 


whic 


wou 
of t 
appt 
of tl 
was 
Swit 
the 

was 
and, 
the 

and 

end- 


the | 
but 1 
work 
that ; 
those 
are a 


ww ww == wre 


— SS eS 


aw we wR 


ww 
a. 


\ 











States; in both cases the US has been excluded because it is a reserve 
currency country with special characteristics. 

Three conclusions are suggested by these ratios. First, the current 
reserve ratio of primary producing countries as a whole is now extremely 
low. Experience suggests that since these countries are subject to wide 
fluctuations in export earnings, they probably need a cushion of reserves 
much nearer to the 40 per cent ratio averaged in the years 1954-56 than 
to the 30 per cent shown at end-1960. Their current difficulties are reflected 
in the number drawing on the IMF or arranging stand-by credits with it: 
at mid-1961 the total outstanding drawings of primary producing countries 
totalled about $1,300 millions. To raise the average reserve ratio of 
primary producers to 35 per cent would require an increase in their reserves 
of some $2,000 millions (on end-1960 figures); to raise it to 40 per cent 
would require about $3,750 millions. If, in addition, the countries were 
to be made free of IMF debt, the total reinforcement of their reserves 


RATIOS OF RESERVES TO IMPORTS 


(Percentages) 

Industrial Free Free 

Primary Countries World World 

Year Producers EEC EFTA Japan (excl USA, (excl (incl 
incl Japan) USA) USA) 

(1) (2) (3) (4) (5) (6) (7) 

1954 43.1 36.8 39 .6 30.8 37.5 41.2 63.9 
1955 39.5 38.1 31.9 31.0 34.9 37.9 58.1 
1956 38 .4 34.4 34.2 29 .0 32.0 35.8 54.2 
1957 32.3 32.5 30.9 12.1 29.5 32.2 50.0 
1958 ce 45.6 39.8 28 .3 40 .3 38.8 54.8 
1959 34.0 48 .7 36 .3 36.7 40.2 39 .3 52.6 
1960 29.5 50.8 34.9 40 .6 41.6 37 .7 48 .4 


Source: National Institute Economic Review. Statistical Appendix tables 24, 26 and 28 
which deduct advances to EPU and make other small adjustments to IFS statistics. 


would need to be between $3,000 millions and $5,000 millions. Secondly, 
of the industrial nations only Japan and the Common Market countries 
appeared to be holding reserves at the end of 1960 significantly in excess 
of their needs. The average figures for the EFTA countries, 35 per cent, 
was probably satisfactory; but this average masks a striking contrast between 
Switzerland, whose reserves at end-1960 were equivalent to 103 per cent of 
the value of imports during the year, and Britain, whose end-1960 ratio 
was around 25 per cent. Switzerland is traditionally a high-reserve country 
and, significantly, is not a member of the IMF. Excluding Switzerland, 
the average ratio of EFTA was 27.5 per cent. If the EEC countries 
and Japan were willing to work to a reserve ratio of 35 per cent, then, on 
end-1960 figures, roughly one-third of their reserves—say, $5,000 millions 
—could be released. ‘This would more than make good the deficiency of 
the primary producing countries if they worked to a ratio of 35 per cent; 
but there would be a deficiency of perhaps $1,250 millions if all countries 
worked to a 40 per cent ratio. Plainly, the industrial countries have reserves 
that the primary producers need; the crucial problem, of course, is to induce 
those countries to part with them. Thirdly, since the primary producers 
are also developing countries they need all the imports they can get; thus 
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the imbalance in their current payments, if corrected, would tend to recur 
as development proceeded. ‘This points clearly to the need for a continuing 
flow of long-term loans or gifts to augment their earnings from sales of 
primary products. Of course, if Britain and the United States, which 
between them absorb more than half the exports of the primary producers, 
were to expand their economies at a faster rate and if the countries of the 
Common Market were to reduce their restrictions on imports, the earnings 
of the prima y producing countries would increase at a much more rapid 
pace. Even so, these countries would need considerable long-term aid. 
Failure by the industrial countries, through trade and aid, to satisfy the 
needs of those countries must tend to increase the appeal of a system 
promising free bread. 


World Trade: What Pace of Expansion ? 


Taking the period from 1954-60, the value of trade in the free world 
grew at a compound rate of 7 per cent per annum; in four of the years its 
growth exceeded 10 per cent. These rates apply to both the United States 
and to the free world excluding the US.* If we regard the United States 
as a special case and exclude it, the value of world trade in 1960 was $100,000 
millions. Experience suggests that it is reasonable to assume that 35 per 
cent and 40 per cent mark the limits of desired reserve ratios for the world 
as a whole.t Similarly, on the basis of past trends the range of growth 
of world trade over the years ahead may be assumed to lie between 5 per 
cent and 10 per cent a year. The lower limit of these two assumptions is 
a 5 per cent growth of trade combined with a 35 per cent reserve ratio for 
the world outside the United States and the Soviet bloc. This means that 
in the years immediately ahead the annual value of world trade. will increase 
by roughly $5,000 millions, requiring an addition of some $1,750 millions 
to international reserves each year if the ratio of 35 per cent is to be main- 
tained. If, to take the other extreme, reserve ratios need to be at 40 per 
cent and world trade grows at an annual rate of 10 per cent, a net addition 
to reserves of around $4,000 millions will be required each year. 


How Much New Gold—and Dollars ? 


Turning to the prospective supply of additional reserves in the years 
ahead, the first question is: what can be expected from new gold pro- 
duction ? In recent years gold has been mined at an annual rate of about 
$1,000- $1,200 millions. ‘To this must be added Russian sales in the west, 





* In an article entitled ‘‘ Professor Triffin on International Liquidity and the Role of the 
Fund ” in IMF Staff Papers, May, 1961, para 54, Oscar L. Altman considers the period 
1957-59, which seems far too short for trend identification, and measures the growth in 
the volume of trade when it is the value of it that governments relate to their reserves. 
Also the period 1957-59 was one of stagnation in world trade, and the rate of growth of 
trade uncharacteristically low. 3 

+ This range allows for an upward movement in the average ratio held by primary pro- 
ducers, and a downward movement in the average held by industrial countries, excluding 
the US. It is constructed by using 1960 shares of trade as weights and the following 
ranges of reserve ratios in regions: EEC, 35 and 45 per cent; primary producers, 30 and 40 
per cent; Japan, 30 and 40 per cent; EFTA, 30 and 35 per cent; other countries (excluding 
US), 30 and 35 per cent. 
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which have recently been averaging rather more than $200 millions a year. 








In 1960 the total supply of new gold in the west was around $1,375 millions, 
the same as in 1959; but the Bank for International Settlements estimates 
that only a quarter of this found its way into official reserves, compared 
with a half in,1959. Admittedly, 1960 was an exceptional year, with the 
dollar under suspicion. It seems reasonable to put the likely net annual 
accrual to official reserves in the years ahead between a lower limit of $250 
millions and an upper limit of $750 millions. 

The principal source of additional liquidity in the past ten years has not 
been gold production but the large deficit in America’s overall external 
payments—which has been reflected in a heavy gold outflow and an accu- 
mulation of US short-term liabilities by foreigners. Up to 1958, the United 
States incurred short-term liabilities at an average rate of about $1,000 
millions annually, but between 1958 and 1960 releases of gold and increases 
in short-term dollar balances rose to the phenomenal rate of about $3,800 
millions a year. Largely as a result of this vast outpouring, official reserves 
of the rest of the world rose by about $8,250 millions and the gold sub- 
scriptions to IMF quotas by about $1,000 millions over the three years. 
Yet, as we have seen above, only the Common Market countries and Japan 
appeared to have what could be regarded as excess reserves at the end of 
that period; reserve ratios of primary producers had fallen steeply.* 

The end of 1960 saw a major turning point in America’s balance of 
payments. The recovery of confidence in the dollar has staunched the 
outflow of short-term funds, which was the principal cause of last year’s 
huge overall deficit. Since there is a widespread belief that any further 
increase in America’s short-term liabilities in relation to its gold stock 
would undermine confidence in the dollar, it seems likely that the United 
States, like the United Kingdom, will no longer be able to act as a major 
source of international liquidity. Plainly, dollar balances, whether arising 
from America’s own payments or from drawings in dollars at the IMF, 
cannot be expected to grow in future at anything approaching the rate of 
recent years. For the purposes of forecasting it will be assumed that the 
net injection of liquidity arising from these two sources combined will lie 
between $500 millions and $1,500 millions a year. To this, as noted 
above, there might be added some $3,000 millions to $5,000 millions from 
the EEC countries and Japan arising from a once-for-all reduction in their 
reserve ratios. 


What Help from the Fund ? 


Before Britain’s drawing, the IMF had about $2,500 millions of gold, 
excluding the $800 millions lent to the US Government against short- 
term Treasury obligations. After Britain’s drawing, its gold stock dropped 





*The preceding discussion, and the observations about big improvements in some 
regions’ reserves as a result of American losses of gold and dollars, indicate clearly that 
it is dangerous to measure the growth of reserves in the aggregate and project the trend 
indicated by the aggregate. Oscar L. Altman obtains too small a figure for the required 
growth of reserves by doing this (Jbid, paras 56-57). The essential breakdown is to separate 
the United States from the rest of the world which should then be broken up into groups, 
as in the table on page 607. 
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to $2,000 millions. As a last resort this sum, and the gold lent to the US 
Treasury, could be distributed. But the IMF would clearly be very 
reluctant to deplete its gold stocks, in case that should weaken confidence. 
Perhaps the most reasonable assumption is that the $2,000 millions is a 
measure of the total aid, in gold or currencies, that could be made available 
to countries requiring drawings. Possibly, more could be made available, 
since the Fund still has about $1,750 millions in hard non-dollar currencies. 
Perhaps the most probable limits of its lending power were $4,000 millions 
at end-1960 and around $2,000 millions now. True, the Fund should 
be provided with additional resources as existing drawings are repaid; but 
since the drawings to be repaid in the near future are mainly in dollars, 
the relending of the funds has already been subsumed in calculating the 
probable supply of new dollars in the years ahead. The standby credit 
lines which the IMF can expect to acquire may perhaps be assumed to be 
fairly closely related to the excess reserves of industrial countries outside 
the United States, which have been put at between $3,000 millions and 
$5,000 millions. The relationship between excess reserves and credit 
lines, admittedly, cannot be stated with any certainty since the credits 
would be provided in the countries’ own currencies. It is essential, how- 
ever, to avoid double counting, and we can either attribute these excess 
reserves to the IMF as the probable effective limit of standby credits, or 
regard them as a general item on the supply side of reserve currencies 
which it is hoped will be made available. 


Estimating the Liquidity Gap 

The various forecasts of the trend of demand for reserves and the supply 
of them may now be brought together. This is done in the table below. 
It is immediately apparent from the figures presented that the free world 
will barely meet its annual liquidity needs even on the most favourable 
of our assumptions about desired reserve ratios and trade expansion. 
If the rate of growth of world trade in the years ahead is only 5 per cent, 
compared with the 7 per cent recorded from 1954-60, and the average 
reserve ratio of all industrial countries, excluding the United States, is 
allowed to fall from 41.6 to 35 per cent, while primary producers are 


WORLD LIQUIDITY 
Annual Changes in Demand and Supply 
($000 millions) 
Lower Upper 
DEMAND: Limit Limit 
Assuming reserve ratio of 35 per cent and 5 per cent growth of trade .. 1? 
Assuming reserve ratio of 40 per cent and 10 per cent growth of trade. . 


1? 4 
Upper __ Lower 
SUPPLY: Limit Limit 
US dollars (annual rate from US deficit or ~— a a4 ee 14 $ 
New gold accruing to official reserves .. re re f 2 } 
2} i 
Range of annual gap—Supply /ess Demand 7 - a a: =? — 34 


(Surplus) (Deficit) 
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satisfied with a rise to 35 per cent in their ratios, there would be a bare 
$500 millions of reserve currency and gold to spare even on the most 
optimistic assumptions about the supply of gold and dollars. On any less 
optimistic assumptions a substantial deficit is indicated, which might con- 
ceivably be as much as $3,250 millions a year. ‘Taking a middle position, 
a 74 per cent growth of trade and an average reserve ratio of 374 per cent 
combined with an annual increase of $1,000 millions in reserve currencies 
and $500 millions in gold would result in an annual deficiency of liquidity 
of around $1,300 millions. 

The gap between the growth of demand for liquidity and the expansion 
of its supply might, of course, be filled for some time at least from the 
stock of excess reserves that has been estimated as being available for 
standby credits and from IMF holdings of gold and hard currencies. A 
crucial question is to estimate how much breathing space these additional 
reserves could give the world. Assuming that all the standby credit lines 
expected to be offered to the IMF, as well as the Fund’s existing resources 
of gold and hard currency can be made available quickly without frictions 
or difficulties of redistribution to other national reserves everywhere, the 
limits that might be available may be set out as follows: 


WORLD LIQUIDITY 
Stock of gold and currencies possibly available for redistribution 
(as at end-1960*) 
($000 millions) 
Pessimistic Optimistic 


Lower Upper 

Limit Limit 
IMF resources (gold and hard currencies) 2 4 
Potential standby credit lines to IMFT 3 3 
5 9 
Less primary producers’ reserves deficiency} 5 3 
Stock 0 6 


* Britain and other countries have since made very considerable drawings. 

+ Excess reserves largely in EEC plus Japan; 40 per cent and 35 per cent 
reserve ratios are the respective limits. 

} At 40 per cent and 35 per cent respectively. 


If primary producers need an additional $5,000 millions to supplement 
their reserves, and the amount that can be made available from the IMF 
($2,000 millions) and the excess reserves of high reserve countries ($3,000 
millions) is $5,000 millions, then on the further assumption that EEC 
countries (and primary producers) desire a reserve ratio of 40 per cent, 
it would seem that even before Britain’s massive drawing on the Fund 
there were no resources left over to meet the current year-to-year defi- 
ciencies. Alternatively, if $4,000 millions were available from the IMF 
and there were a change to a 35 per cent ratio all round, at end-1960 there 
was a stock of something like $6,000 millions available to offset any defi- 
ciency in current year-to-year supply of liquidity. Of this, Britain and 
other countries have already drawn over $2,000 millions of currencies; 
the upper limit is now probably about $4,000 millions, allowing for hard 
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currencies received for the gold. A middle estimate suggests that there 
was about $4,000 millions in stocks of gold and reserve currencies available 
at the end of 1960, and that there is about $2,000 millions now. 

The pessimistic and optimistic estimates can be presented, perhaps even 
more significantly, as a range of time.* The pessimistic limits would 
indicate that the present system cannot continue satisfactorily for any length 
of time at all, no matter what is done by way of the adjustments suggested 
by Dr Bernstein and Dr Jacobsson. ‘Trade would be restricted as countries, 
particularly the United Kingdom and primary producers, adopt policies to 
restrain the rise in imports because their reserves are dangerously low. 
The optimistic limits indicate that the present system could go on indefi- 
nitely, but only at the low rate of growth of world trade of 5 per cent a 
year, which is unsatisfactory to primary producers and unrealistic in the 
foreseeable future judging by past trends, particularly in Common Market 
and other industrial countries. The middle course between these limits is 
undoubtedly more realistic—it indicates a deficiency of about $1,300 
millions annually. This might have been met for perhaps three years 
from the $4,000 millions excess stock of gold and reserve currencies 
estimated to have been available at the end of 1960. But something of the 
order of half of this excess stock, and hence half of the time it could provide, 
has already been drawn from the IMF in 1961. 

It is vital to appreciate that throughout it has been assumed that the 
funds provided by the IMF’s stand-by credit lines will be made available 
to all countries, and that there are no barriers to the transfer of the esti- 
mated stock of excess reserves to developing as well as advanced industrial 
countries. In fact, these will be among the most formidable problems 
facing the new Organization for Economic Co-operation and Development. 


Wanted: A New Reserve Currency 


Many conclusions can be drawn from the estimates presented above. 
Perhaps the most obvious is that the gold exchange system now operating 
is on very shaky foundations and that only great changes in past attitudes 
and recent trends can keep it functioning. ‘The world depends at present 
for additional liquidity on the erratic supply of newly-mined gold and on 
the vagaries of America’s balance of payments. ‘There are inherent weak- 
nesses in this system—notably the paradox that so long as a currency is 
strong considerable quantities of it will be absorbed into reserves; while 
as soon as it weakens because its supply becomes adequate there is a danger 
of a speculative flight from it. Moreover, a strong currency can become 
weak very rapidly—and in the case of the dollar it is probably beyond the 
resources of the IMF and other strong currencies to support it. Transfers 
of mobile funds between centres can play havoc simply by sweeping big 
proportions of national reserves away, e.g. as in Britain in 1961. The 
Bernstein-Jacobsson proposal to arrange standby credits, coupled with 
close central bank and IMF co-operation, should undoubtedly do a great 








* It must be emphasized that to be consistent the two pessimistic limits should be taken 
together and the two optimistic limits—because reserve ratios must be consistent throughout. 
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deal to cushion the impact of tidal movements of short-term capital. To 
deal with this same danger, Professor Zolotas, the Governor of the Bank 
of Greece, has recently proposed the introduction of differential interest 
and tax rates for foreign depositors, the provision of a gold guarantee for all 
official holdings of currencies and the building up of large balances of the 
major convertible currencies to serve as a masse de maneuvre in the exchange 
market. Professor Zolotas proposes in fact that the gold exchange standard 
should be replaced by a multi-currency standard. This plan, however, 
seems open to many objections and is certainly inferior to the Bernstein 
proposals for cushioning the impact of flights of mobile capital. 

However, the problems are deeper than those of simply providing resources 
to meet sudden losses of confidence in major currencies. Strains due to 
causes Other than speculation are being felt by primary producers and by 
Britain, and these countries have turned to the IMF for considerable draw- 
ings. As the value of world trade grows, even greater strains are likely 
unless reserve ratios are allowed to fall rapidly—and there is clearly a limit 
to how far they can fall. ‘The Bernstein plan offers little to meet the long- 
term growth of reserves, judging by the amount of reserve currencies and 
gold now available in the IMF. The Fund will be taking risks if it rests 
its policy at Vienna this month on standby credits and existing IMF quotas. 
Indeed, it is conceivable that a new international currency might be needed 
almost as soon as the Jacobsson- Bernstein plan were adopted, though it is just 
possible, on the most optimistic assumptions, that the plan could relieve 
the world’s liquidity problems for some years. 

An alternative to another strong trading country assuming the role cf 
provider of an international currency would be for the EEC to do so. But 
this would mean establishing central monetary and fiscal authorities with 
responsibility for issuing and managing a common currency and enforcing 
a common economic policy, since only by this means could the need for 
reserves for trade among members be eliminated. Such a move might 
release some $7,000 millions of reserves for world use (on the assumption 
of a 40 per cent reserve ratio). If trade barriers between the EEC and 
the rest of the world, especially the primary producers, were lowered and 
private overseas investment and untied government loans and gifts from 
the EEC flowed in rapidly increasing amounts, then the Community would 
be able to ease the world’s liquidity shortage. However, the integration 
would need to be achieved within a few years to ease the growing tensions 
in world payments. ‘The implications of the changes are vast and involve 
rapid and fundamental sacrifices of sovereignty by member countries. If 
Britain joins the EEC and a common currency and reserves policy were 
adopted, the massive strength of the reserves of the Community would be 
substantially offset by the association of Britain’s sterling liabilities, totalling 
around $11,000 millions, against which Britain’s immediate contribution 
would be reserves of the order of perhaps $2,500- $3,000 millions. The 
net effect would be a dampening influence on the amount of international 
currency the Common Market could be expected to provide. 

Unless a new international currency can be provided by a responsible 
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authority such as the Common Market, if not the IMF, a rise in the price 
of gold is inevitable sooner or later. In a sense the Jacobsson-Bernstein 
plan may be seen as a step in the race against time to avoid such a rise. 
A more logical reaction to the rejection of a gold price increase would, 
however, be to evolve a new substitute for gold by moving much further 
towards the establishment of a new international currency, managed so 
as to put the world’s supply of liquid reserves on a rational basis. ‘This, 
in essence, would simply repeat in the international sphere what has already 
been accomplished in the domestic. Suggestions to that end have, of 
course, been made, notably by Professor Trifin and by Keynes before 
him. Admittedly, such proposals pose serious questions of sacrificing 
sovereignty, but the dangers inherent in current arrangements seem far 
more formidable. 

A practical, pragmatic application of the notion of creating a new inter- 
national currency by the IMF seems urgently needed. Preferably, it 
should not be subject to a constant annual limit on the rate of increase 
such as 3 per cent, though a ceiling might be necessary. Countries which 
are well governed and are following sound balance of payments policies can 
none the less exhaust their IMF drawing rights; they could be given 
advances in the form of IMF notes convertible into gold which could be 
used to make payments between central banks. The responsibility that 
the IMF has shown in permitting countries to exercise their drawing rights 
provides perhaps the best assurance that it could be safely entrusted with 
a more discretionary lending power. 





An Artist’s Sketchbook: No. 89 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial, St. Andrew’s 


Cross, Plymouth 


LYMOUTH, as is well known, suffered severe damage during the 
Pr and is only now showing something approaching complete archi- 

tectural recovery. Some of the new architecture is dull stuff, with a 
1930 look about it. One of the most important streets in the new rebuilding 
scheme is the Royal Parade, one of the wide axial thoroughfares that have 
replaced the labyrinth of pre-war streets destroyed in the air-raids. At 
the top of the Royal Parade and looking down it is the new St. Andrew’s 
Cross branch of the National Provincial Bank, one of the most successful 
of the new buildings in the area, if somewhat resembling the style favoured 
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Specially drawn for 'The Banker 
by Geoffrey S. Fletcher 


by the late Benito Mussolini. The bank has five main floors, some space 
in which is let out. The banking hall is on the ground floor, together 
with the manager’s and assistant manager’s rooms. As can be seen in the 
drawing, the entrances are placed under a projecting porch with a balcony 
above. The bronze doors are decorated with motifs taken from ancient 
Greek and modern British coins. The clock tower, repeating the verticals 
of the entrance, is of metal construction and green glass. 
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Some Lessons of Dutch 


Wages Policy 


By A. BATENBURG 
AMSTERDAM, mid-August 


T is probably no exaggeration to say that the widespread international 

interest shown recently in the economic policies of a small country like 

the Netherlands is attributable to the fact that since the end of the 

war the fiscal and monetary policies of its Government have been 
buttressed by a policy aimed at controlling wages and prices more directly. 
At a moment when the desirability and practicability of such a policy is 
being debated in many western countries it is not surprising that observers 
should look closely at its results in the Netherlands, and in particular 
inquire how far those policies have assisted in securing the elusive goal of 
a high rate of growth and employment combined with price stability. 

As it happens, similar questionings have been voiced in recent years 
within the Netherlands itself. In consequence, the past two years have 
seen the beginning of a new, and still experimental, phase in wage and price 
policy. The original post-war wages policy, it may be recalled, was 
characterized by a system of general increases applicable uniformly to all 
sectors of trade and industry. A minimum wage, based on the cost of 
necessities for a family of four, was established for unskilled workers, with 
small regional differentiation over five areas. The wages of semi-skilled 
workers were fixed at 10 per cent above the minimum and the wages of 
skilled workers fixed a further 10 per cent higher. This method gradually 
gave way to a more detailed system of job evaluation. In the early years the 
permitted wage increases were closely tied to the cost-of-living index; later, as 
national product began to grow, they were adjusted to give workers a rising 
real wage. ‘This me net of controlled wage increases, combined with fairly 
strict price control, assisted in channelling a relatively large part of the 
nation’s resources into investment and exports and also helped Netherlands’ 
exporters to compete effectively with foreign producers. Undoubtedly, it 
played a very big part in the country’s recovery from the heavy blows dealt 
by the war and, in particular, in the re-establishment of the guilder as an 
internationally strong currency. Although this policy was initially enforced 
by the Government, it secured from the outset the approval of both labour 
and employers; for this reason it is misleading to cite the Netherlands 
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wages policy, as some foreign observers do, as a typical instrument of a 
managed economy. ‘The general approval accorded by both sides of 
industry has greatly contributed to the remarkably good labour relations 
that the Netherlands has enjoyed: in the period 1951-58 working time lost 
through strikes averaged less than 10 minutes per worker annually. It is 
in the balance of payments and in labour relations that the main benefits 
of the wages policy are to be seen: the rise in the cost of living over the 
years 1955-60 was some 14 per cent, equal to the rise recorded in Britain 
in the same period; but a large part of this increase was attributable to the 
progressive decontrolling of rents and the reduction of subsidies to con- 
sumers. 

Despite the achievements of the original wages policy, the desire for 
greater independence increased among both employers and trade unions 
as time went on. In mid-1959, therefore, the Government decided to 
modify the policy and in particular to introduce rather more flexibility 
into it. The new policy embodied the idea of wage differentials and thus 


NETHERLANDS’ WAGES AND LABOUR COSTS 


(Percentage increase over previous year) 


Dec, 1960, 
1956 1957 1958 1959 1960 against 
July, 1959 
Basic weekly wage rates* 44 113 + 24 84 114 
Nominal average weekly earnings of all 
manual workers in industry* . 94 11 34 33 9 12 
Ditto; including employers’ eens of 
social charges a us , 9 8 4 34 9 12 
Cost of livingt .. a “2 10 24 1 4 2 
Real wages of industrial weihess 7 —24 14 24 64 10 
Production per employee in industry 24 1 4 73 10 104 


Labour costs per unit of industrial output 9 44 14 -4 —1 4 
Building trade excluded, except in basic weekly wage rates. 


* Including holiday supplement. tf Including social insurance and wages tax. 
Source: Annual Report of the Netherlands Bank, April, 1961. 


marked a significant break with the system of general wage increases that 
had been operated for the preceding fifteen years. Henceforth it was 
possible for wage increases to vary from branch to branch of industry and, 
to a certain extent, even from firm to firm within an industry. The scope 
for increases, however, continues to be governed by the so-called produc- 
tivity standard, reflecting the Government’s estimate of the likely increase 
in productivity in the period under consideration. But industries where 
productivity is rising faster than the national average are permitted to grant 
above-average wage increases, while industries where productivity is lagging 
have to grant correspondingly smaller increases. Differentials in wage 
increases between firms in the same industry can, in the Government’s 
view, be effected most suitably by adjusting fringe benefits or by intro- 
ducing profit-sharing schemes or savings schemes with contributions from 
the employer. 

The general provisions of the new wages policy have been set out by 
the Government in a number of instructions that the Board of Govern- 
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ment Mediators is required to follow in considering proposals for wage 
increases submitted to it for approval. Some provisional assessment of 
the workings of the new policy may be gained from the figures presented 
in the accompanying table. It will be seen that the new policy appears 
to have succeeded better than the earlier one in keeping wage increases 
within the limits set by rising productivity, though a comparison of mid- 
1959 with end-1960 does indicate a small increase in unit labour costs, 
The impression, however, may not be entirely fair: the figures show 
clearly that wages policy has been considerably more successful in preventing 
money wages rising to the same extent as productivity at times when pro- 
ductivity is increasing rapidly than in containing money wages when 
productivity is rising only slowly. And the most striking feature of the 
past two years has been the spurt in productivity to a pace that can hardly 
be expected to be maintained for long. ‘The real testing time for the new 
policy, therefore, will come when the anneal 3 increase in productivity drops 
to a more normal rate. 

In judging the new policy, moreover, it is important to look beyond the 
global figures shown in the table and attempt to assess the effect of dif- 
ferential wage increases allowed between industries. In the circumstances 
of the abnormal labour shortages of the past few years it was inevitable 
that wages would rise rapidly in industries experiencing the most rapid 
increases in productivity. There was a real danger that wages in other 
industries would be dragged upwards in sympathy. In fact, since the new 
policy began about 75 per cent of the labour force has secured increases 
within the range 4-6.9 per cent and 15 per cent has secured increases within 
the range 7-8.5 per cent. The granting of wider differentials than these 
has been deliberately prevented by the authorities, who argue that industries 
showing a very rapid rise in productivity should use part of the margin 
for making price reductions. Such reductions would help to offset the 
upward pressure on prices in industries where productivity can rise only 
slowly, if at all, but where some increase in wages cannot be equitably 
denied; in practice wages in these lagging industries have not been per- 
mitted to rise by more than 4 per cent. 

These problems, which are inherent in the present differentiated wages 
policy, are causing concern in some quarters. The linking of wage increases 
in individual industries with the productivity prospects of those industries 
must, if applied strictly, set up tensions in the wages structure and also 
infringe the principle of equal pay for equal work which has been one of 
the cardinal principles in the past. As many critics have pointed out, 
the growth of productivity is nowadays determined mainly by technological 
factors and thus reflects no particular credit on the worker himself. Eco- 
nomically, wage differentials should be made to reflect the labour shortage 
in different industries and this indeed is one of the main considerations 
that the Board of Mediators is required te take into account; but this 
principle is extremely difficult to apply in practice since these relative 
shortages cannot easily be measured. From these observations it will be 
evident that no consensus of opinion yet exists on the efficacy of the 
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Netherlands’ new wages policy. The attempt to introduce more flexibility 
into wages policy is still very much in an experimental stage. 

On the fundamental issue, however, it seems plain that the Netherlands 
has gained a great deal from its efforts throughout the post-war period to 
control the pace of wage increases. Those gains have been particularly 
prominent, as the six economists who compiled the report on The Problem 
of Rising Prices recognized, in the balance of payments. Undoubtedly, 
other countries might profitably examine the workings of wages policy in 
the Netherlands. But it must be stressed that this policy has not been 
used in isolation; throughout it has been combined with fiscal and monetary 
measures directed to the same general ends. Such measures are indeed 
essential for the successful working of any wages policy. Though the 
volume of consumer spending can be influenced by wage policy, the 
volume of Government expenditure and investment outlays cannot be 
directly influenced by it and are more effectively controlled by fiscal and 
monetary means. It is significant that whenever errors have been made 
in Dutch fiscal and monetary policies, as for instance in 1956 and 1957, 
the existence of a wages policy has done little to reduce the need to apply 
the appropriate fiscal and monetary correctives. 


New Restraints on Demand 


Similar policy changes have been required more recently. Although, 
as has been seen, wages policy in the past two years has kept the rise in 
money wage rates close to the rise in productivity, the Netherlands balance 
of payments has been showing signs of weakness. Though the surplus 
on current account in the first quarter of 1961 still amounted to Fls 346 
millions, this was 25 per cent less than that for the first quarter of 1960. 
This deterioration is attributable mainly to a substantial increase in imports, 
an increase that has no doubt been given further impetus by the revaluation 
of the guilder last March. In the first seven months of this year the 
import surplus totalled Fls 1,919 millions, some Fls 628 millions higher 
than in the corresponding period of 1960. In consequence, the authorities 
have taken fiscal and monetary action to restrain domestic spending. Some 
tax reductions that had been foreshadowed in 1960 have been postponed 
for the time being and the Netherlands Bank has attempted to restrict 
credit by ordering that the agreement reached in May, 1960, with the 
commercial and agricultural banks should be put into operation. The 
postponement of the tax reductions, like the revaluation of the guilder, 
has been presented as a measure to reduce the overload on the economy 
(unlike the revaluation, however, it should also serve to strengthen the 
current balance of payments). In official statements the credit squeeze 
has been related to the very rapid rise in the volume of accommodation 
rather than more generally to the economy and the external balance. The 
directions to the commercial banks set two alternative limits to their lending: 
the average credit volume of three consecutive months must not exceed by 
more than 15 per cent the average volume of the corresponding period 
of 1960, or must not exceed the average volume for the last quarter of 
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you can be sure we shall be able to help 
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has been built. And with more than 160 
wonder we’re :0 well informed on things 


of national interest. That’s one of the 
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As a matter of fact 


OF NEW ZEALAND LIMITED 
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claim to be connoisseurs of good wine, 
but we do believe we’re experts on topics 
business to know about such things. 
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1960 by 3 per cent plus 1 per cent for every month passed in 1961. Banks 
choosing the second limit will, for instance, have to keep their average credit 
volume in June, July and August within 11 per cent of the average for the 
fourth quarter of 1960. ‘Their efforts will be put to the test for the first 
time at the end of August; if the ceiling proves to have been exceeded the 
banks concerned will be required to make a supplementary non-interest- 
bearing deposit of up to 50 per cent of the excess with the Netherlands 
Bank during the month of October; if necessary, the penalty can be 
gradually increased to 75 per cent and 100 per cent of any excess. Simi- 
larly, limits have been set for the lending of the agricultural banks, whose 
quantitative significance in the credit structure is, however, much smaller 
than that of the commercial banks. 

A detail of the new squeeze, which distinguishes it from previous credit 
restrictions, is the specific exclusion of credits having an average term of 
at least two years and granted against delivery of a stamped bond or against 
a fixed mortgage. ‘This concession has been made to avoid discrimination 
between the commercial banks and the agricultural banks, since the long- 
term credits of the latter had been excluded from previous restrictions on 
lending because they were considered to be investments financed by long- 
term savings. In the past few years, however, the commercial banks have 
begun to attract such longer-term deposits. The rapid rise in these savings 
balances at the commercial banks—the low rate of turnover of which leaves 
no doubt that they represent genuine savings—has been one of the reasons 
why the banks have begun to show an increasing interest in medium-term 
credit. 

It is generally expected that the restraints imposed will exert a per- 
ceptible effect on the volume of bank credit. Already by the end of 
April the commercial banks taken together had reached a volume of 
domestic credit that, under the new requirements, would be deemed per- 
missible only by the end of August. ‘The sanction of a supplementary cash 
deposit at the central bank is unlikely in itself to be sufficient to restrain 
the banks from excessive credit expansion. The Bank knows, however, 
that it may count upon a loyal response to its request to contain credit 
expansion within the prescribed limits. It is another question, however, 
whether these restrictions on bank lending, even though successfully 
enforced, can achieve the end the authorities desire. Trade and industry 
hold a considerable surplus of liquid assets over the amounts that they 
need to keep available as transactions balances. This liquidity surplus, 
which may be estimated at about Fls 5,600 millions out of total liquid assets 
of some Fls 17,000 millions, can easily be activated. It remains to be seen, 
therefore, to what extent this surplus enables financial institutions beyond 
the scope of the present controls to meet demands for funds that the banks 
themselves are now prevented from satisfying. Experience suggests that 
the significance of such activation of idle balances at times when bank 
lending is controlled should not be underrated. 

It may be questioned, therefore, why the Netherlands Bank has left its 
discount rate unchanged at the internationally low level of 3} per cent 
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established on November 16, 1959. Even a slight increase in Bank rate 
would be welcome to the commercial banks—if only for its psychological 
effect in making it easier to convince trade and industry that the banks 
have to show more moderation in their lending. The reason for the Bank’s 
inaction is probably that at a time when official gold and foreign exchange 
reserves are rising an increase in Bank rate might create a bad impression 
internationally, particularly so short a time after the revaluation. The fact 
that, despite the deterioration in the balance of current payments, the 
exchange reserves are still growing may be partly explained by the repatria- 
tion by the commercial banks of some of their extensive foreign invest- 
ments. Certainly the investment of any surplus liquid resources abroad 
is now discouraged by the high costs of swapping the pound and the 
dollar; international uncertainties may also have suggested caution to the 
banks. 

In addition to fiscal and monetary measures a third method has been 
employed recently to prevent the domestic liquidity surplus from con- 
tributing to the pressures of demand on the economy. Normally, infla- 
tionary threats of this kind have been countered by the Government itself 
borrowing larger amounts in the capital market than would have been neces- 
sary on purely budgetary considerations. Responding to repeated pressure 
from the commercial banks, however, the authorities have at last agreed to 
permit foreign borrowers to raise loans in the Dutch capital market again 
—and thus to drain off some of the domestic liquidity surplus. In the 
past few months foreign borrowers have placed debenture loans for about 
Fls 365 millions at a rate of interest approximately 4-? per cent above 
that at which home Government loans are being issued. ‘The investment 
interest shown in these foreign loans initially was strong, but the rapid 
succession of issues and the tenser international political situation have 
caused interest to wane lately. 


Secret of Success 


From this brief outline of the measures recently taken to combat the 
strains on the economy it should be evident that while wage control plays 
an important part in official economic policy, fiscal and monetary measures 
must certainly not be regarded as of only secondary importance. On the 
contrary, the aim is to achieve a harmonious application of all these means, 
and thus to secure balanced economic development. Nor is it true, as is 
sometimes suggested, that wage control is used as the major structural 
instrument of economic policy while fiscal and monetary measures are 
applied mainly to correct cyclical disequilibria. Each separate branch of 
policy is applied, as circumstances demand, to serve both cyclical and struc- 
tural needs; the authorities do not put more trust in one means than in the 
others. In examining the co-ordination of the three major branches of 
economic policy and appraising their results the observer from abroad 1s 
likely to be struck by one significant fact—that the harmonious application 
of such a great variety of different means is so little hindered by pressure- 
groups. That is one of the main secrets of the Netherlands’ success. 
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INTERNATIONAL INSURANCE 


A Cautionary Tale 


from Venezuela 


By A SPECIAL CORRESPONDENT 


N their annual reports to shareholders during the past two years a 

number of insurance and reinsurance companies have admitted to 

serious losses sustained under reinsurance contracts with Venezuelan 

companies. The transactions concerned are described as “ bonding ” 
business, and the extent of the losses is apparently so catastrophic as to 
cause them to be likened to the San Francisco earthquake of 1906. Nearly 
all the losses have now been settled; precise amounts are not yet known 
but they are probably of the order of a hundred million United States 
dollars. Of this sum, about one-half—say, £18 millions—falls on the British 
market and the balance is divided among reinsurers of various nationalities, 
mainly American, Canadian, Swiss, German and Scandinavian. A few 
companies have been very heavily involved and there cannot be many 
that have not participated in some degree through the operation of retro- 
cession agreements of one kind and another. 

The dimensions this disaster has assumed have been such as to give the 
international reinsurance market a profound shaking. It may well be 
asked how it is possible for such losses to have arisen in Venezuela, a 
country not in the past a large field for reinsurance and, yet more remark- 
ably, under a class of insurance business regarded by most companies as 
little more than a sideline. The story is worth telling for its own sake 
and for the cautionary value it may have—although it is difficult to 
imagine circumstances in which a similar pattern of events could recur. 

To appreciate how the situation developed it is necessary to go back to 
the boom conditions prevailing in Venezuela a few years ago, during the 
régime of the dictator Pérez Jiménez. During this period a number of 
new insurance companies were formed, some with serious backing, others 
less well grounded. Quite naturally, international reinsurance brokers and 
companies set out to organize reinsurance arrangements for these new 
companies and, in deference to the fashion of the times, this was done on 
a“ package ” basis, which meant that contracts covering fire, marine, motor 
and a variety of risks were placed as a single deal. Invariably included in 
the transactions was a contract relating to various types of bonds. For 
the most part these would be guarantees of fidelity and contract and customs 
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bonds, but they were understood also to include bonds of special character 
known as avals. It is these that have given rise to all the trouble. 

The aval is a financial guarantee pure and simple. In Venezuela a 
customary method of providing finance for construction, road making and 
other contracts—some of which are placed by the Government or other 
public sector authority—is for the contractor to draw a bill of exchange 
on the public body concerned and then to discount it at a bank. If the 
bank is unwilling to carry the risk, it is customary for it to consent to dis- 
count the bill only if it bears an acceptable aval or guarantee—and such 
guarantees were in practice often sought even though the bills or notes 
were in fact obligations of the Central Government. Insurance com- 
panies in Venezuela have long transacted this aval business but only in a 
modest and cautious way, as a special accommodation to established and 
trusted connections, and subject to counter-guarantees and the pledging of 
collateral security of the order of 150 to 200 per cent of the amount guaran- 
teed. Conducted in this way the business did not represent more than a 
tiny fraction, perhaps 1 or 2 per cent, of the total premium income from 
all classes of business, and it had run without serious losses. It was against 
this background that the new “ package’”’ deals embracing avals were 
negotiated by the brokers and accepted by the reinsurance companies. 

Unfortunately, no one at the time seems to have realized that in giving 
these powers to new and untried companies during a period of boom they 
were in effect placing in their hands a dangerous weapon. It was not long 
before some of these companies began to use the aval not, as previously, 
as a privilege to a valued client, but as a means of obtaining other and more 
desirable business—in other words, as a spearhead for development. The 
practice was later taken up by others and eventually even the older-estab- 
lished and more conservative companies found themselves obliged to follow 
in order to conserve their general business. The result was a tremendous 
upsurge in the number and size of avals granted, accompanied by a general 
lowering of standards. In effect the Venezuelan insurance companies were 
providing finance for new projects, many of them of questionable merit, 
based on the dubious security of parcels of land or buildings accepted as 
collateral at inflated values, and subject to the eventual “‘ promise to pay” 
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of the international reinsurers on whom the lion’s share of the risk fell. 

When the balloon burst it was found that the aval part of the package, 
instead of being as expected a mere 1 or 2 per cent of the whole, was 
perhaps ten times that proportion. Under British law, and the laws of 
most other countries, reinsurers would almost certainly have had the right 
in these circumstances to repudiate the reinsurance contracts, on the 
grounds that the composition of the business was far removed from that 
which had been offered to them and they had contracted to undertake, so 
that the contracts were invalid. In Latin-American law, however, the 
position was less clear because it is the normal practice for understandings 
of this nature to be actually written into contracts. Reinsurers for the 
most part felt that they had little alternative but to pay, with as good a 
grace as they could contrive, the vast sums demanded of them. In so 
doing they have not even had the satisfaction of knowing that they were 
thereby acquiring valuable goodwill—as they did, for example, in the case 
of the San Francisco earthquake. Only in the case of one or two of the 
Venezuelan companies, where the conduct of operations was so negligent 
as to constitute fraud, did reinsurers feel justified in denying liability for 
the losses. 


What Hopes of Recoveries ? 


Such, in brief, is the story as it has so far unfolded. The bitter pill 
has been swallowed, the vast sums in a not very deserving cause have been 
found and have been paid away. ‘The question now exercising the minds 
of the Venezuelan companies and of their reinsurers is—can any appre- 
ciable part of the losses be recovered ? In the course of paying them the 
companies have acquired titles to parcels of land and buildings of various 
kinds, as well as rights of recourse against many firms and individuals who 
have lent their names as guarantors. Most of the buildings and land are 
in the Caracas valley but there are isolated pieces of collateral spread all 
over Venezuela. Very little can at present be done in realizing this col- 
lateral because the condition of the country, both politically and economically, 
is such that most people with bolivars to spare immediately buy dollars. 
There is little or no demand for property and the market is virtually dead. 
Until confidence revives there is not very much that can be done other 
than to nurse things along in the hope of better times, but Venezuela is 
a country rich in oil and many minerals and given only a moderately efficient 
Government, coupled with some measure of freedom from the twin bogies 
of Communism and Castroism, an eventual return to prosperity does not 
seem an unreasonable hope. 

Meanwile the situation is being bedevilled by a further complication. 
This arises from the introduction of exchange control last November and 
the subsequent spate of official decrees governing the functioning of this 
control. Certain “‘ essential’ items now qualify for exchange at the official 
tate of 3.35 bolivars to the US dollar, but others are eligible for conversion 
only at the free rate, of which since March of this year there are two 
variations, a ‘‘ controlled free ’’ rate now at 4.58 bolivars to the dollar and 


625 














a completely free or market rate a few points lower. The Government 
has made the extraordinary decision of giving insurance and reinsurance 
transactions only a “ controlled free’ ranking. Apart from the difficulties 
immediately arising from this decision, it also raises the question. whether 
reinsurers will be entitled to remit any eventual recoveries on their aval 
losses at the official or only at some depreciated rate for the bolivar. 

On this last point, the Venezuelan companies and their reinsurers have 
received repeated assurances that it is the intention of the Government to 
regard recoveries arising through realization of collateral as capital for 
repatriation—as indeed it is—thus qualifying for the official exchange rate. 
However, no written confirmation has been forthcoming from the Govern- 
ment and the lack of success in obtaining permission to remit even small 
amounts at the official rate does not augur well for the future. The im- 
pression gains ground that the Government, while paying lip-service to 
the principle of repatriating capital at the official rate, is not matching 
words with action. Whether this is so, or whether the situation is the 
outcome of pure mismanagement, it is difficult to say, but unless there is 
soon a change the worst is likely to be assumed. 

The intentions of the Venezuelan Government are also not shown up 
favourably by certain other situations. One of these concerns various 
roadmaking contracts that were initiated during the Pérez Jiménez régime 
and avalled by insurance companies on the strength of Government pro- 
missory notes. After the fall of the dictator it emerged that the prices at 
which these contracts had been negotiated were swollen to include a sub- 
stantial element for payments to persons associated with the régime. Both 
the coalition Government, which followed, and the present Betancourt 
Government denounced these contracts to the extent of the alleged illegal 
content, but the latter has since relented by indicating its willingness to 
recognize the interests of innocent third parties. Insurance companies 
and their reinsurers clearly come within this category, but their losses as 
yet remain unreimbursed. In March the Government asked its creditors 
for a list of amounts due, with an indication of whether payment would be 
preferred in cash or in bonds. Bonds would be saleable only at a sub- 
stantial discount, so that to accept them would be tantamount to taking 
partial payment of a Government obligation; the insurance companies 
therefore indicated a desire for cash. ‘There has since been no further 
development. Another heavy loss concerns a contract for a large wholesale 
market for the Caracas municipality, where the responsibility of the Govern- 
ment was clearly involved. This was recognized by the previous Minister 
of Finance but the present Minister has negatived the decision of his pre- 
decessor, apparently on the grounds that he had not obtained the prior 
approval of Congress. The question here was not as between one Govern- 
ment and another but as between successive Ministers in the same 
Government. 

It would indeed be extraordinary if the Government of Venezuela, a 
country that is and must remain for a long time dependent on foreign 
capital, could contemplate acting otherwise than scrupulously to honour 
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obligations entered into in its name. But in the meantime these frustra- 
tions and disappointments have not bred a happy feeling in London and 
other centres of international reinsurance, and it can hardly be expected 
that Venezuela will be regarded with favour as a future sphere of operations. 

A story of this nature should end with a moral, but it is difficult to say 
exactly what the moral is. Clearly any business from Venezuela needs to 
be handled with caution. It is plain also that purely financial risks any- 
where in the world should preferably be left to the bankers, where they 
properly belong. But to say that the Venezuelan episode provides a 
salutary lesson in this respect would be going too far, since this particular 
business was not so much consciously accepted by the companies as 
imposed upon them by circumstances. In one sense this lesson may 
have been too well learned, because there is now in some quarters a dis- 
position to refuse any form of bond involving a financial element, even 
such forms of cover as customs and contract bonds, long regarded as suitable 
business for insurance and reinsurance companies. It would be a highly 
illogical and unfortunate outcome of the events in Venezuela if one of the 
consequences were to make it more difficult for British firms to obtain 
contract bonds in respect of the overseas construction works for which 
they tender. 
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A decision has now been taken by the 64 inches long, although the permissible 
clearing banks on the specifications of the deviations could allow for a _ cheque 
code line to be printed on cheques and 6 inches long. The code line, reading 
similar instruments to make possible elec- _from the left, comprises the serial number 
tronic sorting and data processing. Since of the cheque, the bank and branch code 
it was agreed last December to adopt number, the customer’s account number, 
the E-13B type-fount, the Electronics a transaction code number and the 
Sub-Committee of the clearing banks has amount of the cheque. Research is con- 
been investigating other technical aspects tinuing into the type of paper best suited 
of the code line: its latest recommenda- to automatic cheque-handling at very 
lions require in general a cheque at least high speeds. 
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Banking in Libya 
By A. G. CHANDAVARKAR 


HE structure and problems of commercial banking and the 
monetary environment in the United Kingdom of Libya do not 
differ basically from those of a number of colonial and newly 
independent territories of the , British Commonwealth. Libya, 
too, is a member of the sterling area; its monetary system is based on a 
cent per c nt currency reserve which prescribes a sterling backing of not 
less than 75 per cent of the currency circulation. Likewise, its commercial 
banking system consists almost wholly of overseas banks, which are, how- 
ever, more varied in national origin. On the other hand, the Libyan 
economy has a lower ratio of exports to national income and also more 
diversified items of export than the newly emergent Commonwealth terri- 
tories, but it also is at present heavily dependent on foreign aid. 

The commercial banking system of Libya, in common with the rest of 
its war-ravaged economy, has undergone numerous vicissitudes. Prior to 
the second world war, there were offices of four Italian banks in Libya, 
namely, Banca d’Italia, Banco di Roma, Banco di Sicilia, and Banco di 
Napoli, of which the last three have resumed operations in Libya since 
1951. There was also a savings bank—the Savings Bank of Libya—which 
was formed in 1935 by the amalgamation of the Savings Banks of Cyrenaica 
and Tripolitania. After the Allied Occupation, a branch of Barclays Bank 
DCO was opened in April, 1943; this was the only commercial bank in 
operation in Tripolitania and Cyrenaica until about the middle of 1951. 
This bank acted as the agent of the British Treasury for the currency issue 
in Tripolitania and also accepted deposits from the Administration, the 
military authorities and civilians. It transacted foreign exchange business 
and granted credits, a substantial portion of which were agricultural loans 
carrying a guarantee of 85 per cent from the Administration. But the 
process of reorganization of the banking system in Libya after the war really 
commenced with the promulgation of the Tripolitania Banking Proclamation, 
effective from November 15, 1950, which specified the conditions under 
which banks could operate in the province of Tripolitania and set up a 
Banking Control Board consisting of six members, two of whom were 
nominees of the Tripolitanian Administration. Most of the commercial 
banks now operating in Libya commenced business during the year 1951-52. 

The Libyan Currency Commission, established in February, 1952, issued 
the new Libyan pound in March, 1952, to replace Egyptian pounds in 
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Cyrenaica, British military lire in Tripolitania and Algerian francs in the 
Fezzan. In exchange for the currencies handed in, the British Government 
put at the disposal of the Libyan Government the equivalent amount of 
sterling necessary to provide 100 per cent backing for the Libyan pound, 
whose exchange value was fixed at parity with sterling. ‘The issue of the 
new Libyan currency was formally completed in June, 1952. The National 
Bank of Libya, which is the central bank, commenced operations on April 1, 
1956. But it is the enactment of the Banking Law of 1958 that marks 
the real beginning of commercial banking legislation in Libya, since this 
for the first time after the war created a basic legal framework for the 
operation and regulation of banks in the country. It applies to any legal 
entity carrying on the business of banking in Libya with the exception of 
the National Bank of Libya, the National Agricultural Bank of Libya, and 
registered co-operative societies. 

The National Bank Law is noticeably brief on the subject of “‘ Relations 
with Banks ” (Article 38); this part of the statute merely sets out the more 


BANKS IN COMMONWEALTH AFRICA 


Expatriate Population 


Territory Population Bank per Office 
00s) Offices (000s) 
Gold Coast ia a és 4,399 25 176 
Nigeria .. - - ‘a 30,000 29 1,034 
Kenya - - ea - 5,680 32 177 
Tanganyika te is ia 7,827 27 288 
Uganda .. :; 4 - 5,187 18 288 
Southern Rhodesia 7 wn 2,146 49 43 
Northern Rhodesia r ‘a 1,977 24 82 
Nyasaland . 2,400 8 300 


Source: tia and Banking it in ‘British Colonial Africa. By W. T. 
Newlyn and D. C. Rowan, 1954, p 77. 


work-a-day obligations of the National Bank (such as the creation and manage- 
ment of clearing houses and collation of monthly returns of commercial 
banks) and enjoins it to serve “‘the general welfare and to ensure that the 
public enjoy reasonable banking services ”’ and “‘ to set the highest standards 
for the conduct of banking business ” 

The Banking Law, 1958, prescribes conditions of operation and the 
general conduct of banking business as well as the appropriate powers of 
the controlling authority and the penalties for contravention of the law. 
Under this law every bank is required to obtain a licence authorizing it to 
carry on banking business. One of the conditions governing the issue of 
a licence is that overseas banks should have a paid-up capital of not less 
than £L.500,000 in aggregate (i.e. covering head office and all branches), 
while banks incorporated in Libya are subject to a minimum of £L.50,000 
paid-up capital. Every bank is required to maintain at all times a reserve 
of liquid assets—comprising cash or money at short call not exceeding 
ten days—equal to not less than 20 per cent of its deposit liabilities in 
Libya. In addition, the Minister of Finance can require a bank to main- 
tain compulsory deposits with the National Bank equal to whatever pro- 
portion of its deposit liabilities he may lay down from time to time. But 
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neither the National Bank Law nor the Banking Law provides for main- 
tenance of any part of the statutory minimum of liquid assets with the 
National Bank of Libya, although banks in practice do maintain working 
balances with it. Every overseas bank has also to agree with the Minister 
of Finance on the figure to be taken as its capital and reserves employed in 
Libya. This provision'is of significance because a ceiling of 20 per cent, 
variable up to 50 per cent, of a bank’s capital and reserves in Libya is 
imposed on extension of credit to a single non-bank customer for all trans- 
actions other than the purchase of commercial paper payable abroad in 
respect of Libyan exports or advances against such paper. There is no 
provision for periodic examination of commercial banks, but if it appears 
from the monthly statutory returns of assets and liabilities and the analysis 
of their advances and discounts that a bank has insufficient assets to 
cover its liabilities to the public, the National Bank may advise the 
Minister of Finance to instruct the Federal Auditor-General to make an 
examination of the books. The restrictions on banking business are of 
the minimum. Non-banking business, however, is generally prohibited, 
whether conducted on own account or on a commission basis, except for 
such interests as a bank may have acquired in the course of the satisfaction 
of debts due to it (in which case they have to be disposed of at the earliest 
favourable opportunity). The provisions of the Banking Law relating to 
transfers to reserves, declaration of dividends, qualifications of directors, 
etc, are of no practical significance at present owing to the absence of any 
locally incorporated joint-stock commercial bank. 

Commercial banking in Libya is virtually a monopoly of foreign banks; 
there is no indigenous commercial bank except for the commercial banking 
department of the National Bank. Of the eight foreign banks operating 
in Libya, three are Italian, two are British, and one each from France, 
Jordan and Egypt. The total number of banking offices (including the 
three offices of the National Bank) is 27, which for a population of 1,088,889, 
according to the 1954 census, gives a banking density of one office for 
about every 40,329. Even allowing for the facts that some of these offices 
are not full-fledged banking units and that population per office is not an 
adequate index of banking development, the banking density must be 
rated high for an under-developed economy. It is certainly high, as the 
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table on page 629 clearly indicates, in comparison with a number of Com- 
monwealth territories in Africa. But 19 out of the 27 bank offices are 
located in the capital cities of Tripoli and Benghazi; the smaller towns 
such as Sebha, Misurata, Derna, Tobruk and Beida, etc, have just one 
office each, some of them being agencies not open for business every day. 
Only one of the overseas banks has branches outside Tripoli and Benghazi, 
and this is attributable largely to the need to provide banking facilities to 
the British armed forces. 

The basic structure of commercial banking in Libya may be seen by 
looking at the pattern of assets and liabilities. The liquidity of com- 
mercial banks as measured by the ratio of cash and money at short call 
to deposit liabilities in Libya has averaged around 32 per cent and is thus 
comfortably above the -statutory minimum of 20 per cent. Slightly over 


SELECTED ASSETS AND LIABILITIES OF COMMERCIAL BANKS 











IN LIBYA 
(in pounds Libyan) 
Assets Liabilities 
Borrowings from 
Time and National Other 
As at Liquid Credit Demand Savings Bankof Banksin Banks 
End of Assets* Extensiont | Deposits Deposits Libya Libya Abroad 
1958 
Dec .. 3,631,268 8,374,236 6,583,578 4,163,024 — 81 325,717 
1959 
March .. 4,104,488 8,759,698 6,780,290 4,510,806 134 531 289,519 
June 4,092,841 9,622,974 7,402,296 4,695,799 —— 684 466,982 
Sept 3,770,266 10,353,629 7,919,800 4,840,946 11,127 505 803,561 
Dec .. 4,981,130 10,765,502 9,129,896 5,358,488 — —- 709,637 
1960 
March .. 5,016,132 10,950,785 9,571,034 5,309,843 — 631 589,002 
June 4,814,954 12,670,158 9,987,163 5,758,135 340,000 68,709 434,841 
Sept .. 4,903,636 12,793,765 | 11,091,785 5,260,262 150,000 148,614 176,983 
Dec .. 4,713,988 13,686,717 | 11,342,578 5,511,285 — 41,176 181,766 
1961 
March .. 7,098,316 13,529,811 | 12,618,886 6,231,252 — 100,555 220 


* Includes cash and money at short call not exceeding ten days. 
¢ Includes advances and overdrafts, bills discounted and negotiated, and other loans. 


half these liquid assets are accounted for by foreign assets, which partly 
reflects the absence of adequate short-term domestic assets other than 
demand deposits with the National Bank or with other banks. 

The earning assets of banks consist exclusively of loans, advances and 
bills. ‘The banks have no portfolio of securities; so far there has been no 
issue of Government securities in Libya, though there is statutory provision 
for it. Bank credit in Libya, which finances mainly trade and distribution, 
largely consists of advances and overdrafts, usually for periods of three to 
twelve months; these account for nearly two-thirds of total credit extension. 
Most of the advances and overdrafts are given without any tangible security 
such as trade bills, shipping documents, merchandise, mortgages, etc, and 
there is reason to believe that an appreciable portion of bills represents 
accommodation paper. This again reflects the shortage of assets suitable 
for use as security for credit and the consequent need for a strong personal 
element in banker-customer relationship. The average ratio of credit 
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extension to deposits, at around 78 per cent, is high by conventional banking 
standards; its association with a fairly comfortable liquidity ratio is one of 
the most striking features of banking in Libya. 

Another striking feature is the narrowness of the spread between rates 
on bills and those on advances and overdrafts (and likewise between those 
on secured and unsecured advances). Discount rates on bills range from 
6 to 9 per cent with 63 to 73 per cent as the usual limits. As most of the 
bills are held to maturity no rediscount rates are quoted by commercial 
banks. Rates for secured loans and overdrafts range from 6 to 9 per cent 
(64 to 74 per cent again the usual limits); those for unsecured advances 
range from 7 to 9 per cent but are mostly around 7 per cent. It is sur- 
prising that banks do not quote much finer rates for secured advances. It 
is also fairly common for banks to charge to their borrowers commission 
over and above interest, which is meant to cover administrative expenses 
of granting and servicing credit. ‘The basis of commission charges varies 
from bank to bank and from customer to customer within a bank—some 
banks, for instance, relate it to the maximum overdrawn position. Rates 
on time and savings deposits range from 1 to 4} per cent, with 23 to 3} 
per cent as the normal range, but current accounts by and large are non- 
interest bearing though some banks do allow interest on a very limited 
number of such accounts held by favoured customers. ‘The undeveloped 
character of the money market in Libya is reflected in the predominance 
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of ‘‘ customer rates’ of interest subject to individual negotiation between 
the parties concerned in contrast to the “ market rates”’ determined by 
competition which are generally typical of developed money markets. 

The problems of commercial banking in Libya at present relate, firstly, 
to the control and regulation of the expatriate banks, with their diversity 
of national origin, and banking practices, and, secondly, to the extension 
of banking facilities outside the two capital cities. 

The philosophy of the central bank in its relations with the commercial 
banks appears to be essentially one of moral suasion. The National Bank 
is enjoined by Article 38 (iv) of its statute so far as necessary to “‘ co-operate 
with and seek the co-operation of those banks operating in Libya under 
the Banking Law”. As the Governor of the Bank observed in 1957: 

The National Bank should act as the ‘‘ father” of the commercial banks or 

the “ bankers’ bank ’’, as it is also called, and work in close co-operation with 

them and other banking institutions in Libya. ... Thanks to the spirit of 
co-operation prevailing in the commercial banks, we have developed a happy 

family relationship with them and a feature of our banking life to which I 

attach much importance have been the regular consultative meetings which the 

Bank has had with the commercial banks. ... The National Bank will be 

able to perform more easily and effectively its task of supervising the other 

banks after the enactment of the Banking Control Law. 
But the Banking Law, 1958, itself contains only the bare bones of regulation 
and must be one of the least inquisitorial pieces of commercial bank legis- 
lation anywhere. 

The only formal instruments of control are compulsory deposits with the 
National Bank and the ceilings on credit to individual borrowers. The 
provision for compulsory deposits which is meant to mop up any excess 
liquidity in the system has not been used so far. The rediscount rate of 
the National Bank has been largely inoperative, because of the comfortable 
liquidity of the banks—which, moreover, could always be supplemented by 
recourse to head office credit. Consequently, early in 1960, commercial 
banks were instructed to eliminate borrowing from their head offices and 
turn instead to the National Bank for their requirements, a measure that 
should enable the Bank to exercise more effective control over the credit 
base. ‘The effect of this directive is seen in the decline in the borrowings 
from “banks abroad ”’ during 1960-61. Open-market operations are not 
possible in the absence of Government securities. ‘Though so far there 
has been a high degree of understanding and co-operation between the 
National Bank and the commercial banks in Libya, time and experience 
alone will show whether moral suasion can function effectively as the 
primary instrument of control for a young central bank in a developing 
economy operating in an environment of multi-national overseas banks. 

It is arguable that, in view of the high concentration of bank offices in 
Benghazi and Tripoli and the keen competition for deposits and banking 
business, there is not much scope for further expansion of banking in these 
cities, and for the foreseeable future, the problem really is to extend banking 
facilities in the smaller towns. This will facilitate remittance of funds and 
help to meet the requirements of under-banked areas in the country. 
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CORRESPONDENCE 








‘Necessity ’ and Expense Accounts 


Sir,—I find it a little difficult to 
follow the reasoning in the last para- 
graph of your special correspondent’s 
article ‘‘‘ Necessity’ and Expense Ac- 
counts ”’. 

In any case he appears to be starting 
from a false premise when he says: 
** Most business men would agree that 
the Royal Commission’s suggested cri- 
terion for Schedule D and Schedule E 
alike—‘ all expenses reasonably incurred 
for the appropriate performance of the 
duties of the office or employment ’— 
would be a fair recognition of the facts 
of business life”. ‘The Royal Com- 
mission’s wording he quotes can surely 
apply only to Schedule E and in fact 
the Commission broadly recommended 
no change in the wording of the 
Schedule D expenses rule. 

The analogy he draws between the 
bank manager’s private enjoyment from 
his club subscription and the general 
question of social benefits of business 
entertainment is surely misleading. He 
appears to be missing the point: business 
entertainment has become part and 


parcel of the duty of directors and senior 
executives whether they like it or not. 
To say in effect that all such expenditure 
should be liable to tax and that business 
men would willingly suffer the extra 
tax as a fair measure of the enjoyment 
they get out of business entertainment 
is a contradiction in terms of the purpose 
of the entertainment. And not even the 
Inland Revenue, in their recently issued 
guide to the question, go as far as that. 
In any case, if there is a strong element 
of social entertainment in a_ business 
occasion, the Revenue are fully equipped 
to disallow it, should the rigorous tests 
of the existing rule not be satisfied. 


Any reforms of the law do not lie 
along the lines suggested by your corre- 
spondent but in a revision of the rule 
(which is more than a century old) to 
bring it more into accord with the 
realism of the Schedule D_ rule.— 
Yours, etc. 


J. F. Stappon, Secretary, 
Institute of Directors, 


August, 1961. Swi. 


Non-Bank Credit and Monetary Policy 


Sir,—The article by Dr Henderson 
and Dr Perkins in the August issue of 
The Banker in reply to mine in the 
March issue takes the argument a useful 
step further. May I try to do likewise ? 

H & P argue that all sensible monetary 
policy operates by raising interest rates 
and hence decreasing spending. But 
they place the emphasis more on bor- 
rowers’ and lenders’ risk than on nice 
marginal calculations of costs and re- 
turns. With this emphasis I agree; one 
of the aims of my March article was to 
defend the older, more complex but 
also more realistic view of monetary 
policy, which subtly mixed a belief that 
quantitative measures would do the 
trick (via risk and uncertainty), with an 
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acknowledgment that high interest rates 
would do no harm. 

My argument may be summarized 
as follows. The banks are hit by credit 
stringency resulting from official action 
in selling securities or in otherwise 
raising short rates. They in turn raise 
their lending rates and consider selling 
bonds. Unless official support is given 
to the bond market (or unless, as in the 
last year or two, banks become firmly 
convinced that high yields are here to 
stay—in which case we are not dealing 
with short-term monetary policy at all), 
the fall in bond prices will limit selling; 
bond prices fall, I argue, because the 
public find them very imperfect sub- 
stitutes for bank deposits. Neglecting 
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for the moment an increase in borrowers’ 
risk, a small rise in rates on advances 
will reduce demands on the banks’ funds 
by less than their supply is reduced by 
the results of official sales of securities 
—hence the fringe of unsatisfied 
borrowers’ increases. But if other 
financial intermediaries exist in sufh- 
cient numbers and variety—if the market 
for credit, in my language, is more 
competitive—this fringe can be accom- 
modated; the intermediaries raise their 
rates relatively, attract deposits, and 
make loans. In the absence of financial 
intermediaries, a sale of securities by 
the authorities induces a fall in demand 
for funds and a shortage of funds 
(because of the unsatisfied fringe); but 
the more important the intermediaries, 
the smaller the shortage. Since the 
assets offered by intermediaries are more 
attractive than those offered by indi- 
vidual final borrowers, the existence of 
intermediaries must increase the re- 
sponsiveness of the supply of funds to a 
rise in rates relative to the effect on the 
demand for funds. Hence monetary 
policy must be less effective the more 
“competitive ’’ the market. 


H & P’s attack acknowledges that 
there was much growth in intermediaries’ 
business during the 1950s, but suggests 
that this was a “‘ once-for-all’’ expan- 
sion due in part to ‘‘ the progressive 
acceptance over the period of the idea 
that . . . widespread financial failures 
had become unlikely’. This is a neat 
point, but seems to me to be based on 
two doubtful assumptions. First, H & P 
write of owners of bank deposits who 
may “economize in their holdings of 
cash”’ or “‘ reduce cash holdings (rela- 
tive to the level of transactions) ”’. The 
picture this language evokes is of, say, 
an industrial firm reducing its working 
balance to take advantage of lending 
opportunities. But surely, deposits with 
many financial intermediaries are with- 
drawable virtually on demand. More- 
over, more importantly, H & P are im- 
plicitly forgetting that cash balances 
may be held not only to finance current 
transactions but as a speculative asset. 
I cannot demonstrate that these ‘“‘ idle 
hoards” exist, nor do I know how to 
measure their size; but, without such 
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hoards, how could a market in bonds 
and equities be made? By forgetting 
idle hoards, I suggest, H & P evade a 
main point of the argument; the mobi- 
lization of these ‘“‘ idle hoards’ can 
never be exhausted once-for-all, because 
idle hoards can never (except for very 
short periods) cease to exist. 


Insecurity and Liquidity 

H & P’s second assumption is that 
increasing desire for liquidity during 
the process of monetary restriction will 
aid the authorities. With one aspect of 
this I strongly agree—indeed it is my 
main point: if lenders feel that deposits 
with intermediaries become _ insecure 
during stringency, then restriction will 
work. But will they feel this? My 
argument is that the whole tendency of 
present institutional reorganization is to 
bring many intermediaries under the 
ownership of the banks and hence under 
the protection of “‘ lender of last resort ”’ 
facilities. ‘The question of fact is, what 
is the present extent of this reorganiza- 
tion?; the analytical issue is whether 
restriction could work when the re- 
organization is complete. 


Partial Test 


But, in addition, H & P stress that 
borrowers will wish, because of risk, to 
be more liquid. ‘This means that they 
will want to hold more money to finance 
a given flow of expenditure—the velocity 
of active money will decrease. This I 
accept, although not quite for the 
reasons advanced by H & P. But will 
borrowers’ cautiousness be more im- 
portant in the City as it is today than 
lenders’ increased lending? I suggest 
a partial test for this issue: does statistical 
* velocity of circulation ”’ (the weighted 
average of the velocity of active and idle 
hoards) increase during orthodox re- 
striction, or does it not? If it does, 
then the activization of hoards outweighs 
borrowers’ caution; if it does not, then 
Dr Henderson and Dr Perkins may be 
right in suggesting that the reluctance 
of the horse to drink reduces the im- 
portance of leaks from the credit trough. 


M. V. POSNER, 
Pembroke College, 


August, 1961. Cambridge. 





AMERICAN REVIEW 





ancy, Wall Street was in confi- 
dent—almost exuberant—form through- 
out most of August with the Dow 
Jones Industrial Average reaching a 
new all-time, peak of 725.76. Business 
news continued to confirm expectations 
of continuing progress on most fronts. 
But the main factor in the upswing 
was the prompt approval (with 
indeed the addition of an extra $1,000 
millions) by the Senate Appropriations 
Committee of Mr Kennedy’s request 
for an increase of $3,500 millions in 
America’s military spending. This 
raised the defence programme for the 
current fiscal year to around $47,000 
millions and the prospective overall 
budget deficit to $6-7,000 millions. ‘The 
Administration, however, gave an un- 
usually strong pledge that next Janu- 
ary’s estimates will see the budget back 
in balance; this has still aroused fears 
—despite official cloudiness—that taxes 


will be raised in 1962. 


Recession Made Good 


The business community, none the 
less, now has full assurance that activity 
will be spurred to no small degree in 
coming months by heavy appropria- 
tions for defence, space exploration and 
foreign aid—including unspecified sums 
for Latin America. The other cheerful 
news came from the Federal Reserve 
Board, which chalked up a new peak 
for industrial output at 112 (based on 
1957) in July, thus overtaking, by the 
narrow margin of one point, the last- 
established high point of 111 in Janu- 
ary, 1960. It has taken less than six 
months for the US economy to regain 
and surpass all ground lost in the 
1960-61 recession. Thus, as predicted 
by Dr Arthur Burns (first chairman of 


HOUGH the Berlin crisis occa- 
sionally trimmed market buoy- 
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the Council of Economic Advisers 
under President Eisenhower), this set- 
back was the shallowest and _ the 
shortest of the post-war era, with re- 
covery at the best pace so far reached, 

The breadth and pace of industrial 
revival has been in striking contrast to 
some of the gloomier predictions of 
Dr Walter Heller, the Council’s present 
chairman, who has, on several occasions 
since the return of President Kennedy, 
appealed for more generous spending 
programmes. Unemployment, how- 
ever, remains a serious political prob- 
lem. July’s return showed a decline of 
400,000 only to 5.1 millions, but was 
merely in line with seasonal trends and 
left the percentage of the working force 
unemployed at a peak seasonal rate 
of 6.9 per cent. 


Money Rates Hardening 


The outiook for production in the 
immediate future was clouded towards 
the end of last month by indications that 
the current wage negotiations in the 
automobile industry might break down 
and Detroit be faced with a strike. 

The new federal expenditure sche- 
dules, and the shock of Britain’s 7 per 
cent Bank rate, brought a_ general 
revision of prospects for the money 
and bond markets, which had earlier 
derived encouragement from the out- 
standing success of the $12,500 millions 
refunding programme and the raising 
of $3,500 millions in new funds. Con- 
versions in the former operation totalled 
$11,800 millions and left only $700 
millions for repayment on maturity. 
Investors, moreover, showed a healthy 
appetite for longer issues, which were 
taken on a larger scale than the 15- 
month notes. These considerations, 
however, were outweighed by neat- 
term Treasury needs ($5,000 millions 
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or more by October) and the probability develop without noticeably sharp jolts 
of heavy cash financing extending well as the banks are called upon to meet 
into 1962. By mid-month, Federal increasing Treasury needs and appre- 
funds were commanding 3 per cent, ciably larger than seasonal demands for 
the Treasury bill rate hardened abruptly business loans. ‘The full impact of 
to 2.5 per cent, and longer Treasuries _Britain’s drawing on the IMF has not 
were generally at the low points of the been fully assessed, though the money 
year, the ten-year average yield going market’s mood is understandably cau- 
well above 4 per cent. tious. The $450 millions of US dollars 

Though the Federal Reserve Board drawn by Britain have in fact been 
has sustained “‘ free” reserves for the invested in a special foreign series of 
commercial banks in recent weeks near non-marketable ‘Treasury certificates 
to $400 millions (well within the lower and thus have had no direct effect no 
limits of recent months), the prevailing the market. Some strain might arise, 
belief is that the authorities will now however, if Britain needed to draw on 
move slowly, but steadily, towards a those dollars, thus forcing the US 
more restrictive policy. This could ‘Treasury to raise new cash. 


American Economic Indicators 


1960 1961 
1958 1959 1960 








Dec May June July 
Production and Business: 


*Gross national product (billion $) .. 444 483 504 504 516 — -- 
*Industrial production (1957100) 93 105 108 103 108 110 112 
*Gross private investment (billion $) 56.6 72.4 724 660 688 — — 
*#New plant and equipment (billion $) 30.5 32.5 35.7 35.5 33.9 — — 
*Construction (billion $)  .. a 48.9 56.1 55.1 56.1 55.9 57.8 58.7 
Housing starts (000 units) .. oe n.a. 1,553 1,279 72.1. 130.6 138.3 125.9 
*Manufacturers’ sales (billion $) .. 26.2 29.7 30.4 29.1 30.8 309 — 
*Manufacturers’ stocks (billion $) .. 49.2 52.4 53.7 53.6 53.4 534 — 
*Merchandise exports (million $) .. 1,362 1,362 1,629 1,621 1,555 1,591 — 
*Merchandise imports (million $) .. 1,070 1,268 1,221 1,100 1,117 1,181 — 
Employment and Wages: 
*Non-farm employment (million) .. Se lUeeelCU SSCS a2 fas Sea 
*Unemployment (000s) 4 . 4,700 3,800 3,900 4,800 4,900 4,900 4,900 
*Unemployment as % labour force 6.8 5.5 5.6 6.8 69 68 69 
Hourly earnings (mf) ($). wd 2.13 2.22 2.29 2.32 2.34 2.35 2.35 
Weekly earnings (mfg) ($) .. .. 83.50 89.47 90.91 89.55 92.66 94.24 94.00 
as 407 393 382 
Moody commodity High 
(1931— 100) Low 388 372 say $56 309 372 375 
Farm products (1947-49=100) ... 94.9 89.1 88.8 88.7 86.8 85.1 86.6 
Industrial (1947-49=—100) .. 126.0 128.3 128.3 127.9 127.6 127.4 127.4 


Consumers’ index (1947- 49—100).. 123.5 124.6 126.5 127.5 127.4 1276 — 
Credit and Finance: 


Commercial bank loans (billion $) . . 98.2 110.8 117.6 118.2 117.6 118.2 117.7 
Commercial bank investments 

(billion $) 7 - 87.0 79.4 81.9 82.1 83.4 84.2 87.2 
*Money supply (billion .. 140.9 141.5 140.4 140.4 142.0 142.22 — 
Consumer credit (billion $) a 45.6 520 560 560 544 54.8 — 
Treasury bill rate (°) oa a 1.84 3.41 2.93 ain 4a ae 6B 
US Govt Bonds rate (%) . 3.43 4.08 4.02 3.88 3.73 3.88 3.90 


Federal cash budget (-+ or —) (mill $) ~7,300 —8,000 +3,600 +3,600 +1,200 
US Treasury gold stock (million $) 20, 534 19, 456 17,767 17, 767 17 403 17,550 17, 527 


Notrs.—Starred items are seasonally outstanding at the end of the period. 
adjusted. Latest figures are preliminary Moody’s commodity index shows high 
or estimated. Yearly figures are given for and low 1958-60, and end-month levels. 
gross national product, private investment Money supply is daily average of demand 
and new plant for 1958-60 and then quar- deposits plus currency outside the banks. 
terly figures at annual rates. Construction Budget figures are cash totals. Quarterly 
figures show monthly averages 1958-60. figures are throughout shown in the middle 
Manufacturers’ stocks, bank loans, con- month of the quarter. Treasury bill and 


sumer credit and gold stock show amounts bond rates are average for month or year. 


Do you wear 
a mackintosh 
...Or a raincoat? 


The difference may beslight ... but even small dis- 
tinctionsin languageand incustoms can assume 
importance, when people in Great Britain do 
business with people in the United States. 

The Chase Manhattan Bank, with the largest 
network of correspondent banks in the U.S., 
naturally has close familiarity with American 
trade practices and usages— and with the ways in 
which they differ among the fifty states. And 
after more than seventy years in London, too, 
The Chase Manhattan is equally familiar with 
British ways. This understanding of customs 
on both sides of the Atlantic can be very useful 
to you in your dealings with the States. 

Indeed, The Chase Manhattan can be of 
service to you almost anywhere you do business. 
Its network of more than 51,000 correspondent 
banks, branches and representatives’ offices all 
over the globe can provide you with every type 
of modern banking service, promptly, effici- 
ently, and on a personal, /ocalized basis. 

When you do business anywhere abroad... 
it will help to talk with the people at The Chase 
Manhattan, in either of the London Branches. 


THE CHASE i 
MANHATTAN = 
BANK 


Incorporated with Limited Liability under the laws of the State of New York 


London: 6 Lombard Street, E.C.3 - 46 Berkeley Square, W.|}. 
The Chase Manhattan Executor & Trustee Corporation Ltd. 
6 Lombard Street, E.C.3 


OVERSEAS BRANCHES: London, England .- Paris, France 
Frankfurt/Main, Germany - Beirut, Lebanon - Tokyo - Osaka, Japan 
Sanjuan - Santurce - Rio Piedras - Bayamon, Puerto Rico - Panama 
Colon - David - Chitre, Republic of Panama - Balboa, Canai/ Zone 
Charlotte Amalie - Christiansted - Frederiksted - Cruz Bay, Virgin 
islands - Nassau, Bahamas - Lagos, Nigeria. 

The Chase Manhattan Bank (South Africa) Ltd: Johannesburg 
Cape Town, Republic of South Africa. 

Offices of Representatives: International Airport, Idlewild, N. Y. 
Washington, D.C. - Bombay, India - Buenos Aires, Argentina - Caracas, 
Venezuela - Mexico, D.F., Mexico Rio de Janeiro, Brazil - Rome, ftaly. 
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INTERNATIONAL 
REVIEW 





ARGENTINA 


Overseas Borrowing—A _ credit of 
DM 100 millions has been obtained 
from the West German Government for 
funding short-term debt. ‘The Finance 
Minister, Dr Alemann, has also stated 
that loans worth some $200 millions 
have been obtained from the American 
Government and official credit insti- 
tutions in America. 


AUSTRALIA 


Budget Stimulus—Mr Holt, the Federal 
Treasurer, made only one substantial 
concession to taxpayers in his budget 
statement for the financial year to 
June 30, 1962—a reduction in the sales 
tax from 84 to 24 per cent on a wide 
range of household furniture and appli- 
ances. ‘The other major field for benefit 
was in the social services. "The budget is, 
however, expected to have a general 
expansionary effect on the economy. 
It provides for an increase of some 
£A120 millions in Government expendi- 
ture which is expected to be only partly 
covered by the buoyancy of revenue, 
leaving an overall deficit of some £A16 
millions, compared with a surplus of a 
similar amount in 1960-61. In his 
review of the economic situation Mr 
Holt said that the economy was now 
basically stronger. The external balance 
was improving—though it would be 
unrealistic to expect the rate of im- 
ports to continue at recent low levels— 
and the country was much closer to 
price and cost stability. 

Deficit Increases—Preliminary official 
external payments figures for the finan- 
cial year ended June 30 show that there 
was a deficit of £A369 millions on 
current account, an increase of about 
50 per cent on the adverse balance 
recorded in the preceding twelve months. 
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The net inflow of capital, however, 
showed a further steep rise from {A248 
millions to £A330 millions excluding 
the £A78 millions from the Inter- 
national Monetary Fund. The overall 
deficit of £A39 millions was more than 
covered by the IMF drawing, and at 
June 30 reserves had risen by £A39 
millions. ‘The financing of an excep- 
tionally large volume of imports on 
foreign credit is stated to have been 
partly responsible for the increase in 
private capital inflow, from £A219 mil- 
lions to £A326 millions. 


BELGIUM 
Commercial Banks Stronger—The 
end-July issue of the Kredietbank 


weekly bulletin drew attention to the 





A. I. Cenbonsennn 


Chairman, Moscow Narodny Bank 
Limited, London 


expansion of the commercial banks that 
had taken place in the preceding three 
years since the reorganization of the 
money market in November, 1957. 
This growth was attributable to many 
factors—one of the most notable being 
the marked expansion of the banks’ 
** outside means ’”’, arising from balance 
of payments surpluses and the trend of 
financing in the public sector. So far 
as the commercial banks are concerned 
the money-market reorganization has 
been reflected in a greater sensitivity of 
interest rates, leading particularly to an 
increase in time deposits which have 
risen by 72 per cent in three years. 

Over the period there has been a 
significant strengthening of the internal 
structure of the banks. Provided that 
fiscal discrimination in favour of the 
semi-official institutions is eliminated, 
this should enable the banks to play a 
wider réle in the medium and long 
credit markets. 


BOLIVIA 


Backing from the Fund—A stand-by 
credit of $75 millions has been obtained 
from the IMF to assist the Government 
to preserve the stability of the currency. 


BRAZIL 


Growth in Motors—Though started 
only in 1957, the country’s motor in- 
dustry has expanded so rapidly that it 
is now claiming to be the world’s 
seventh largest, with production running 
at a rate of about 150,000 vehicles per 
annum. 


Spur to Re-investment—The Govern- 
ment’s long-awaited bill to regulate the 
remittance of profits on foreign capital 
does not restrict such transfers, as had 
earlier been feared it might, but it alters 
taxation to encourage the re-investment 
of profits within the country. The basic 
tax on distributed profits has been raised 
from 20 to 30 per cent, but this is cut 
to 10 per cent when the earnings are 
ploughed back into the business or 
devoted to other approved investment. 


CANADA 


Dollar under Scrutiny—lIt has been 
stated that the Canadian Government’s 
recent decision to use its Exchange 
Fund to bring down the value of the 
Canadian dollar is under critical exami- 
nation by the International Monetary 
Fund. ‘The matter is to be discussed 
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BIG SECURITY 


FOR SMALL AND MEDIUM INVESTORS 


The Planet Building Society offers you complete security. It 
has been established over 100 years, is a founder member of 
The Building Societies Association and was one of the first 
Societies to be authorised for Investments by Trustees. 
PLANET funds are employed to encourage the ownership of 
sound home property. Assets total over 12 MILLION POUNDS 
and RESERVES exceed £500,000. 

Current investment in the Planet Building Society receives 
interest at the rate of 4% (33% plus }% bonus) per annum, 
tax paid by the Society—equivalent to £6.10.7d. per cent on 
investments taxable at the standard rate. This is a very 
profitable yield for such a safe investment. 

Any sum from £1 to £5,000 can be invested in the PLANET. No 
charges are made for investment or withdrawal and with- 
drawal can be effected easily and promptly. 


Write, Telephone or call for full details 


THE PLANET BUILDING SOCIETY 


(Member of The Building Societies Association) 
Planet House, Finsbury Sq. E.C.2. 


Branches at: 
Chelmsford, Colchester, Ilford, Maidstone, Romford, Worthing. 


Tel: MONarch 8985 
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by the executive directors after the 
IMF staff has completed a study. Mr 
Rasminsky, the new Governor of the 
Bank of Canada, has given the Fund 
an assurance that Canada did not 
intend to start competitive deprecia- 
tion or to gain an unfair trade advan- 
tage. He pointed out that it was neces- 
sary to offset the artificially high value 
given to the dollar by the capital inflow, 
a value that was quite inappropriate to 
Canada’s trading needs. 


Role of Central Bank—A joint state- 
ment issued by the Bank of Canada 
and the Government shortly after Mr 
Rasminsky took over as Governor of 
the Bank affirmed the Government’s 
right to influence the long-term mone- 
tary policy pursued by the Bank if it 
deemed it necessary. Mr Rasminsky ex- 
plained, however, that the central bank 
would have to remain sufficiently inde- 
pendent to stave off day-to-day pressures. 
But if a serious and persistent conflict 
arose between the views of the Govern- 
ment and those of the Bank, the Govern- 
ment should instruct the bank. 


CEYLON 


Tougher Taxation—A general stiffen- 
ing of taxation was announced by the 
Minister of Finance, Mr Felix Ban- 
daranaike, at the end of July. He re- 
vealed that ceilings were to be fixed for 
personal incomes—for a bachelor the 
relevant figure will be about £2,750— 
beyond which one-half of additional 
remuneration will have to be surrendered 
to the state and the other half com- 
pulsorily invested in bonds bearing 
5 per cent tax-free. Another measure 
requires all income tax payers to con- 
tribute a sum equivalent to 4 per cent 
of their gross earnings to a development 
fund. The wealth tax is raised from 
$ per cent on all assets exceeding 
Rs 200,000 to 4 per cent on all wealth 
when it does not fall below this figure. 
The sales tax is stepped up on imported 
and locally manufactured goods. The 
tax changes are expected to cover half 
the anticipated budget deficit of Rs 700 
millions for 1961-62. The budget 
statement also included the announce- 
ment that the country’s largest com- 
mercial bank, the Bank of Ceylon, is to 
be nationalized. 


Curb on Credit to Non-residents— 
Commercial banks have been instructed 
to curtail loan facilities to corporate 
bodies that are directly or indirectly con- 
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trolled by non-residents, except where 
the granting of such credits is essential 
to the national interest. ‘The move is 
said to be explained by the official feel- 
ing that foreign concerns should finance 
their activities in Ceylon with money 
brought in from abroad. But since 
foreign banks in the country are not 
permitted to open new local accounts, 
it is feared that the ban on lending to 
foreigners will have the effect of gradu- 
ally squeezing them out. 





CHILE 


Expansion in Copper—A Government 
plan for strengthening the copper mining 
industry requires the two major con- 
cerns of Anaconda and Kennecott to 
raise their combined annual output to 
900,000 tons by 1970 from the average 
of 410,000 tons recorded in 1952-60. 


EUROPE 


UK Banks for Eurosyndicat ?—Two 
British banking houses, N. M. Roths- 
child & Sons and Philip Hill, Higginson, 
Erlangers, have accepted an invitation 
from the Common Market Banking 
Syndicate (Eurosyndicat) to become 
members should Britain join EEC. 


FINLAND 


Funds for Paper—The World Bank 
has granted a loan of $25 millions for 
15 years at 5}? per cent to seven private 
companies in the pulp and paper in- 
dustry for the expansion and moderniza- 
tion of production. 


FRANCE 


EPU Debts Repaid—aAll medium-term 
debts outstanding to members of the 
former European Payments Union, 
amounting in all to some $300 millions, 
were to be repaid last month. Germany 
was to receive $135 millions and Britain 
$80 millions. 

After this repayment the only out- 
standing French external debts are long- 
term; they total about $1,800 millions, 
of which $1,400 millions is owed to 
America, $150 millions to Canada, and 
$220 millions to the World Bank. 


GATT 


Trade in Cotton—New arrangements 
for international trade in cotton textiles 


were drawn up at GATT talks held 






























at Geneva in the second half of July. 
They are divided into two parts— 
short-term and long-term. ‘The short- 
term arrangements permit importing 
countries threatened by market disrup- 
tion through unrestricted imports of any 
kind to limit imports from any country 
to the levels recorded in the year to mid- 
1961, while they oblige importing coun- 
tries currently maintaining restrictions 
to grant increased access to their markets 
by the beginning of 1962. The long- 
term arrangements provide for the 
creation of a Provisional Cotton Textile 
Committee to furnish, by the end of 
April, 1962, relevant data and sugges- 
tions for a long-term solution. 


GERMANY 


Investment Tapering Off ?—Offcial 
figures show that industrial production 
was running about 8 per cent higher in 
the first half of this year than in the 
corresponding period of 1960. Output 
of capital goods alone was up by 12 per 
cent. But the inflow of new orders 
appears to be slackening after the recent 
bulge, suggesting that the investment 
boom is at last on the wane. 


Cut in “‘ Special Deposits ”—To check 


a tendency which had lately become 
evident for interest rates to creep up 
again, the Bundesbank released in mid- 
August a further DM 400 millions of 
bank funds immobilized under the 
reserve ratio regulations in respect of: 
domestic deposits. Reserve ratios in 
respect of liabilities to non-residents 
remain at the legal maximum. 


Hedging Dearer—To the same end 
the Bundesbank has imposed a charge 
of ¢ per cent on the commercial banks 
for permitting them to hedge forward 
dollar swaps and has limited the period 
of such swaps to a one to three months’ 


range. 
GHANA 


Wider Exchange Control—The ex- 
change control system has been extended 
to embrace all external transactions 
and not merely as hitherto those involv- 
ing countries outside the sterling area. 
All companies and financial institutions 
must surrender all sterling assets to the 
Government for conversion into Gha- 
naian currency. Banks and life insurance 
compan es will, however, be allowed to 
retain working balances in London. 


Dam Finance— When he returned 
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from a visit to the US early last 
month, Mr Gbedemah, Minister of 
Health and former Minister of Finance, 
announced that arrangements for a £35 
millions loan to finance the Volta Dam 
River project had been finalized. The 
money would be provided jointly by the 
World Bank and the British and Ameri- 
can Governments. ‘The US Govern- 
ment had also agreed to lend $98 mil- 
lions to the Valco aluminium consortium 
which would build a smelter to be 
powered from the dam. 


GUATEMALA 


Prop for Reserves—The IMF has 
entered into a stand-by arrangement, 
authorizing Guatemala to draw up to 
$15 millions over the next twelve 
months in currencies held by the Fund. 


ICELAND 


Krona Devalued—The krona has been 
devalued for the second time in two 
years. ‘I'he new value is 120 kronur to 
the £ compared with 107 previously. 


INDIA 
Coal Loan—The World Bank has 


made available a loan of $35 millions to 
assist the private coal-mining industry 
in expanding output. It is for 15 years 
and bears interest at 5} per cent. Four 
foreign private banks are participating 


to the extent of $875,000. 


INDONESIA 
Drawing from the Fund—The IMF 


last month agreed to a drawing equiva- 
lent to $41.25 millions by Indonesia, 
and has entered into a stand-by arrange- 
ment which authorizes additional draw- 
ings up to a like amount in the next year. 


IRISH REPUBLIC 


Interest Rates Rising—Following the 
increase in the UK Bank rate to 7 per 
cent, Bank rate has been increased to 
64% per cent and commercial bank de- 
posits and lending rates have also been 
raised. ‘The deposit rate for sums of 
£25,000 and over has gone up from 24 
to 4 per cent and on smaller sums from 
1} to 24 per cent. The overdraft rate 
has also been increased from 6? to 
7? per cent. 


ITALY 


Car Imports Higher—Despite the 
quantitative restrictions to which they 
are still subjected, imports of foreign 
cars are increasing at a high rate. 
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During the first five months of this 
year sales of imported cars were almost 
double those during the comparable 
period of 1960. 


JAPAN 
Bank Rate Up—dAs a further measure 


to restrain the business boom, Bank 
rate has been raised from 6.6 to 6.9 
per cent. The Governor of the central 
bank has emphasized that the tighten- 
ing of monetary policy had been necessi- 
tated by the deterioration in the balance 
of payments and the excessive demand 
arising from industrial investment. The 
sudden change in the economic climate 
has caused a sharp decline in stock 
market prices. Values were about 10 per 
cent lower on average in mid-August 
than a month before. 


KENYA 


Co-operation in Banking — Colonel 
Sterling, former head of the multi- 
racial Capricorn Society, has put forward 
a plan for the formation of ‘“* African 
banks’”’ in British East Africa and 
Central Africa. European skill and ex- 
perience is to be used to establish new 
banks in which Africans will eventually 
own at least half the share capital and 
in which they will be increasingly repre- 
sented on the boards of directors. The 
scheme has the approval of the British 
Government. 


LATIN AMERICA 


Second Common Market—A _ con- 
ference of the signatories of the Monte- 
video Treaty setting up a Free ‘Trade 
Association—Argentina, Brazil, Chile, 
Mexico, Paraguay, Peru and Uruguay 
—began in Montevideo at the end of 
July to finalize plans for establishing a 
Latin American Common Market. 


MEXICO 
Safeguarding the Peso—A stand-by 


credit of $90 millions has been obtained 
from the IMF for use during the next 
twelve months in maintaining the stability 
of the peso. To this end the Mexican 
Government has undertaken to put in 
hand appropriate measures in the fields 
of fiscal and credit policy. 


Funds for Development—The Treas- 
ury Minister has announced that credit 
facilities to the value of some $76 mil- 
lions have been obtained from the 
Inter-American Development Bank for 








financing the country’s development 
programme. The bulk of the money will 
be utilized for opening up _ under- 
developed areas. 


NETHERLANDS 


Curb on Hire Purchase—The Eco- 
nomic Affairs Ministry announced a 
tightening of hire-purchase regulations 
early last month, though there were 
some indications that the business boom 
had passed its peak. 


POSB Hits Back at Banks—The 
Dutch Post Office Savings Bank has 
introduced investment accounts. to 
counter competition for savings from 
the commercial banks. ‘They bear in- 
terest at 34 per cent, compared with 
the 3} and 34 per cent paid by most 
commercial banks. Post Office savers 
will be limited to a minimum of FIs 1,000 
and a maximum of Fls 25,000. 


Foreign Borrowers’ Quota Exhausted 
—The completion of arrangements for 
a Fls 1235 millions issue by two Dutch 
financial institutions on behalf of a 
Norwegian bank has_ exhausted the 
Fils 365 millions quota established by 
the Netherlands Bank for foreign deben- 





ture loans when it granted permission 
for the resumption of such operations 
in April. All the issues made have been 
successful. 


NEW ZEALAND 


Minor Budget Concessions—Mr Lake, 
the Finance Minister, made only minor 
tax concessions in his budget for the 
year to March 31, 1962. ‘They con- 
sisted mainly of adjustments in death 
and gift duty rates and more generous 
allowances in respect of expenditure 
incurred on agricultural buildings. The 
excess retention tax was abolished in 
the case of companies in which the 
public has substantial holdings. The 
Minister announced that he intended 
to proceed with a Labour Government 
scheme for enhancing the appeal of 
Govérnment development bonds _ by 
stepping up tax-free premiums payable 
at maturity. A close study would also 
be made of the possibility of developing 
a short-term money market. 

Anti-Dumping Action Sought —Con- 
cern over the impact on New Zealand’s 
exports to Britain of purchases of low- 
priced butter from the Continent has 
induced the Dominion authorities to 
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ask Britain to impose anti-dumping or 
countervailing duties on butter arriving 
from France, Ireland, Finland and 


Poland. 
NIGERIA 


African Bank in London—The African 
Continental Bank Ltd has opened 
a London office in Cheapside. 


PAKISTAN 


Exports Higher—There was a favour- 
able external payments balance of Rs 150 
millions in the first quarter of 1961, the 
best result for five years. "The favourable 
out-turn was largely attributable to the 
buoyancy of exports, receipts for which 
were some Rs 121 millions higher than 
in the corresponding period a year 
before, whereas imports had risen by 
only Rs 46 millions. 


Offices in London—The Habib Bank 
(Overseas) Ltd has recently opened 
offices in Gracechurch Street, London. 


PORTUGAL 


Essential Imports Only—In view of 
the continued deterioration in the ex- 
ternal balance of payments, the Govern- 
ment has ruled that all official foreign 
currency expenditure should be confined 
to strictly indispensable items. At the 
same time, excise duties on petrol have 
been raised and a 15 per cent surcharge 
imposed on all first-class hotel and res- 
taurant bills. 


SPAIN 


Facilitating Convertibility—New ex- 
change control regulations giving effect 
to the Government’s decision to estab- 
lish convertibility for the peseta for 
non-residents came into effect at the 
end of July. Spanish banks were given 
permission to start dealing abroad in 
foreign currencies, but it was stated that 
the official Institute of Foreign Exchange 
would continue for the time being to fix 
rates of exchange. 


Money from Germany—A loan of 
DM 20 millions has been secured from a 
German banking syndicate by the 
Spanish electricity company, Energia e 
Industrias Aragonesas. 


SWITZERLAND 


Hot Money Curbs Renewed—The 
gentleman’s agreement reached a year 
ago between the Swiss National Bank 
and the main commercial banks de- 
signed to deter an influx of foreign 
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funds was extended, substantially un 
altered, for a further year on its expiry 
last month. The main provision of the 
agreement is that foreign deposits and 
sight credits are subject to a withdrawal 
notice of at least three months and not 
only earn no interest but are liable to 
a commission of 1 per cent per annum 
if the term of notice is less than six 


months. 
TUNISIA 


Roubles for Development— Russia has 
granted Tunisia a credit of 25 million 
roubles to finance dam building and the 
establishment of a technical institute. 


TURKEY 


Help for Textiles—The Government 
has announced that its long-promised 
assistance to the textile industry—by far 
the largest in the country—will take the 
form of an export subsidy of 10 per cent. 


UNITED ARAB REPUBLIC 


Plans for Nationalization — The 
authorities have announced plans for 
bringing under full or partial state con- 
trol another 348 concerns, including 
banks, insurance offices and manu- 
facturing companies operating in both 
Egypt and Syria. Arrangements have 
been made for the taking over by 
the Arab Unity Bank of the Syrian 
business of the British Bank of the 
Middle East and the French Lebanese 
National Bank—a sequel to a recent 
Government decree calling for the 
domestic control of foreign banking 
activities in the Syrian region of the 
Republic. ‘The branches of the British 
Bank of the Middle East are operating 
under the name of the “ British Bank of 
the Middle East Nationalized Bank ”’ 
and the board of the former parent 
bank has stated that it can no longer be 
held responsible for their engagements. 
Stock Exchanges Closed — The 
authorities decreed a two months’ shut- 
down of the Cairo and Alexandria Stock 
Exchanges towards the end of July. 
Cotton Loan—The IMF has lent Egypt 
$10 millions to counter the pressure on 
reserves caused by difficulties in mar- 
keting the cotton crop. 

1,050 D-Mark Loan—The Republic 
has obtained credit facilities to a total 
value of DM 1,050 millions from Ger- 
many, repayable over 14 years and 
bearing interest at 3? per cent. One-half 
will be used to cover the foreign ex- 
change costs of the Euphrates Dam. 





Barclays Bank—London—Lavender Hill: 
Mr L. M. Howell, from Lewisham, to be 
manager; Rusself-Sq: Mr J. B. Goddard to 
be manager; Walham Green: Mr C. H. 
Pettican, from Lavender Hill, to be manager; 
Westminster, Abbey House: Mr H. Aldridge, 
from Russell Sq, to be manager on retire- 
ment of Mr A. N. Carruthers. Birmingham, 
Hall Green (Highfield Rd): Mr H. E. Marsh, 
from Birmingham, to be manager on retire- 
ment of Mr. E. Wallis. Bridport: Mr P. W. 
Ebdon, from ‘Tiverton, to be manager. 
Burnt Oak: Mr H. J. F. Lloyd, from 
Station Rd, Winchmore Hill, to be manager 
on retirement of Mr G. H. Abbott. Cater- 
ham-on-the-Hill: Mr D. E. Roberts to be 
manager. Cheltenham, Montpellier: Mr 
G. B. K. Francis, from High St, Chelten- 
ham, to be manager on retirement of Mr 
C. E. J. Vincent. Durham: Mr W. Madder- 
son, from West Hartlepool, to be manager 
on retirement of Mr A. B. Peacock. Farn- 
borough, Kent: Mr J. I. T. Jones to be 
manager. Hay-on-Wye: Mr C. W. Jones, 
from Hereford, to be manager. Horbury: 
Mr C. A. Poulson, from Featherstone, to be 
manager. Kington: Mr 'T. E. Lloyd, from 
Hay-on-Wye, to be manager. Lancing: 
Mr A. H. Hilton, from Chapel Rd, Worthing, 
to be manager. 

Barclays Bank DCO—29 Gracechurch St: 
Mr G. W. Lambert, from Barclays Overseas 
Development Corp, to be manager on retire- 
ment of Mr A. E. A. Ockenden. 


British Linen Bank—Coatbridge and Gar- 
rowhill: Mr J. Mitchell to be manager in 
succession to the late Mr J. Burns. 


Clydesdale & North of Scotland Bank— 
Bathgate (new branch): Mr D. Robertson, 
from Head Office, to be manager. Glasgow 
—Cattle Market: Mr G. White, from Tron- 
gate, to be manager on retirement of Mr 
H. R. Claxton; Parkhead: Mr D. Robertson, 
from Moore Place, to be manager on retire- 
ment of Mr J. Johnston. 

Lloyds Bank—Field-Marshal Sir Gerald 
Templer has joined the board, and also the 
Pall Mall Committee. Head Office—Chief 
Accountant’s Dept: Mr G. H. Challis and 
Mr J. A. Dunn to be assistant chief ac- 
countants (Mr H. R. Huckstepp, an assistant 
chief accountant, has retired); Chief In- 
spector’s Dept: Mr P. G. Cantelo, from 
Kenton, to be an inspector; Organization 
Dept: Mr L. J. Sloane, from Bury, to be an 
inspector. Dist Office, Birmingham: Mr 
S. F. Bould, from New St, Birmingham, to 
be an assistant district manager. Eastern 
Branch: Mr S. C. Barrell, from Old St, 
to be manager on retirement of Mr F. H. 
Lamport. London—Hendon Central: Mr 


I. C. J. Davies, from Oxford St, to be 
manager; Kilhurn and Brondesbury: Mr 
G. W. Cox, from Kentish Town, to be 
manager in succession to the late Mr R. A. 


APPOINTMENTS AND RETIREMENTS 
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Owen; Old St: Mr N. Longhurst, from 
Hendon Central, to be manager. 

Martins Bank—London—Kingsway: Mr 
J. B. Astbury to be assistant manager; 
Marylebone Rd: Mr H. A. Packett, from 
Kingsway, to be manager. Birkenhead, 
Rock Ferry and Lower Bebington: Mr R. W., 
Chisholm, from Eastham, to be manager. 
Kirkby Stephen: Mr J. A. Henderson to be 
manager. 

Midland Bank—Head Office: Mr C. R. 
Heard, from Jersey, to be a superintendent 
of branches in succession to Mr T. B. 
Morris. London—Battersea: Mr H. N., 
Fleet to be manager in succession to Mr 
W. R. Baggott; 159 Great Portland St: 
Mr S. G. Heath, from Marylebone High 
St, to be manager in succession to Mr L. §. 
Easter; Marylebone High St: Mr C. E. 
Evans, from Grosvenor Place, to be manager 
in succession to Mr S. G. Heath; Mile 
End: Mr P. H. Youngman, from Barbican, 
to be manager on retirement of Mr W. A, 
James; 30 Shoreditch High St: Mr A. E. 
Manly to be manager on retirement of Mr 
L. F. Hagon; Sydenham: Mr W. R. Baggott, 
from Battersea, to be manager on retirement 
of Mr A. H. Russell. Cardiff: Mr T. B. 
Morris to be manager in succession to Mr 
H. W. Roberts. Cheam: Mr S. H. Holloway, 
from Eastcheap, to be manager on retire- 
ment of Mr H. Jennings. 

National Commercial Bank of Scotland 
—RHead Office, Data Processing Centre: Mr 
W. B. Flynn to be manager. Kilmarnock, 
26 King St: Mr J. M. Mackenzie, from 
Stranraer, to be manager on retirement of 
Mr D. J. Mclver. 

National Provincial Bank—Head Office: 
Mr C. W. M. Young, from Bristol, to be an 
assistant general manager. Administration 
Dept: Mr D. E. Lift to be deputy manager. 
Advance Dept: Mr S. Roberts to be head of 
advance dept on retirement of Mr N. C. M. 
Gillings. London, Cheapside: Mr E. J. 
Farnsworth to be manager in succession to 
the late Mr R. B. King. Eltham: Mr J. M. 
Johnstone, from East Sheen, to be manager 
on retirement of Mr J. S. H. Crockwell. 
Westminster Bank—London—Bishopsgate: 
Mr F. R. Bacon to be manager; Cockfosters: 
Mr D. G. J. Baker, from Highgate, to be 
manager; Holland Park and Shepherds Bush: 
Mr G. E. Mills, from Cavendish Sq, to be 
manager on retirement of Mr F. Galloway; 
Leyton: Mr G. N. Pett, from Southgate, to 
be manager; Plaistow: Mr T. B. S. Horsnell, 
from Shenfield and Hutton, to be manager 
on retirement of Mr J. W. Rothon; Shore- 
ditch: Mr W. V. Thorp, from Leyton, to be 
manager on retirement of Mr N. E. Clark; 
Tooting: Mr C. L. K. Dixon, from Kingston 
Hill, to be manager on retirement of Mr 


W. J. Reeves. <Ashby-de-la-Zouch: Mr 


~W. A. Masser, from Pocklington, to be 


manager. 











Se orm 





Date 


1938 


End-Dec: = 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 


1959 

Jan. 21 
Feb 18 
Mar 18 
Apr 15 
May 20 
June 17 
June 30 
July 15 
Aug 19 
Sept 16 
Oct 21 
Nov 18 
Dec 16 
Dec 31 


1960 

Jan 20 
Feb 17 
Mar 16 
Apr 20 
May 18 
June 15 
June 30 
July 20 
Aug 17 
Sept 21 
Oct 19 
Nov 16 
Dec 14 
Dec 31 
1961§ 

Jan 18 
Feb 15 
Mar 15 
Apr 19 
May 17 
June 21 
July 19 
Aug 16 


Net 
Deposits* 
{mn 


2,200 


5,945 
6,056 
6,256 
6,421 
6,137 
6,209 
6,390 
6,618 
6,995 
7,121 


6,509 
6,244 
6,235 
6,279 
6,253 
6,365 
6,523 
6,532 
6,541 
6,618 
6,766 
6,745 
6,903 
6,995 


6,924 
6,687 
6,559 
6,631 
6,625 
6,670 
6,791 
6,779 
6,760 
6,773 
6,804 
6,798 
6,901 
7,121 


6,952 
6,769 
6,697 
6,857 
6,840 
6,952 
7,038 
6,947 





London Clearing Banks 


Investments 
Deposits Total 


Liquid 
Assets 


{mn Zt 


672 


2,100 
2,327 
2,460 
2,382 
2,471 
2,492 
2.664 
2.493 
2,628 
2,251 


2,421 34 


2.141 32. 


2,053 


2,092 31. 
2,080 30. 
2,192 32. 
2,270 32. 
2,283 32. 
2,280 32. 
2,339 33. 
2.477 34. 


2,419 33 


2,543 34. 
2,628 34. 


2,541 34. 
2,296 32. 


2,217 31 
2,262 31 
2,244 31 
2,253 31 
2,292 30 
2,259 31 
2,266 31 
2,276 31 
2,287 31 
2,288 31 


2,399 31. 
2,251 32. 


2,456 33. 
2,252 31. 
2,188 30. 
2,349 32. 
31.5 
32.2 
32. 
32. 


* Excluding items in course of collection and transit items. 


2,314 
2,395 
2 472 
2,450 


29. 


33. 
36.0 
36. 
34, 
37. 
37.4 
38. 
34, 
34, 
32. 


WHAARKH OYSWob 


DoW MNAARH SCAAAHNW 


5 


2 


7 
3 
4 


4 
6 
3 
6 


9 
9 


Special 


{mn 


(102.0)t 


"— 
oi |] iii 


— 
Oo 


uw] | | | 
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69. 

70. 
105. 
142. 
142. 
141. 
142. 
143. 
143. 


147.9 
147.2 
143 .3 
142.2 
145.0 
145 .4 
147.1 
185.1 


{mn 
637 


1,965 
2,148 
2,275 
2,353 
2,016 
1,980 
2,049 
2,102 
1,710 
1,271 


2,021 
1,962 
1,928 
1,884 
1,837 
1,816 
1,812 
1,811 
1,802 
1,789 
1,729 
1,729 
1,720 
1,710 


1,698 
1,618 
1,501 
1,439 
1,405 
1,376 
1,349 
1,340 
1,317 
1,312 
1,304 
1,289 
1,288 
1,271 


1,256 
1,238 
1,187 
1,114 
1,106 
1,084 
1,049 
1,047 


Zot 
28.0 


31.0 
33.3 
34.0 
33.9 
30.5 
29.8 
29.6 
29.2 
22.3 
16.2 


29.1 
29.6 
29.1 
28.1 
27.3 
26.8 
25.6 
26.0 
26.0 
25.4 
24.0 
24.0 
23.1 
22.3 


22.9 
22.7 
21.3 
20.0 
19.8 
19.2 
18.1 
18.5 
18.2 
18.2 
18.0 
17.7 
17.1 
16.2 


16.9 
17.1 
16.5 
15.2 
15.0 
14.6 
13.9 
14.1 


FINANCIAL STATISTICS 


Govt 
{mn 


1,889 
2,076 
2,194 
2,261 
1,928 
1,893 
1,962 
1,994 
1,597]| 
1,159] 


1,912 
1,853 
1,816 
1,766 
1,719 
1,698 
1,693 
1,684 
1,667 
1,608 
1,607 
1,597 


1,571 
1,486 
1,368 
1,309 
1,275 
1,245 
1,210 
1,185 
1,183 
1,175 
1,160 
1,159 


1,142 
1,124 
1,074 
1,001 
994 
972 
936 
934 


2,795 
2,818 


2,846 
2,933 
3,006 
3,094 
3,133 
3,134 
3,242 
3,236 
3,195 
3,203 
3,231 
3,238 
3,229 
3,323 


3,260 
3,303 
3,354 
3,423 
3,446 
3,497 
3,550 
3,446 





39.0 


40.0 
42.7 
44.4 
44.8 
45.9 
45.5 
45.8 
46.3 
45.9 
45.8 
46.1 
46.0 
45.2 
44.9 


45.5 
47.2 
48 .3 
48.4 
48 .6 
48 .6 
48.9 
48.1 


t All asset ratios are computed in relation to gross deposits, and the advances ratio refers 
to gross advances. 


} Treasury Deposit Receipts. 
§ Figures subsequent to December 31, 1960, are affected by the transfer of Lloyds Bank’s 


Eastern branches to National & Grindlays. 


This reduced the total of deposits at the clear- 


ing banks by about £50 millions; the distribution of the reduction in the clearing banks’ 
|| Mid-December. 


assets is not known. 
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Trend of * Risk ’’ Assets 


(£ million) 
































* Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 


Mondays: 
1960 1961 
Bank rate .. 6+ 5t 
Treasury bills: 
Average allotment rate* 5 38 41 
Market’s dealing rate, 

3 months 54 +i 
Bankers’ deposit rate + 3 
Short money: 

Clearing banks’ minimum 43 3% 
Floating money .. 43-51 33-43 
US Treasury Bill .. 2.080 2.369 


* Preceding Friday. 
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5 


48 
45 
3 


1961 


per cent 
78 


64 
64 
5 


3§ 38 
44-42 51-6 


2.244 


tT Raised from 5% on 23.6.60. $ Lowered to 54% on 27.10.60; 
| Tuesday following 


2.300 


and to5% on 8.12.60. § Raised to 7 % on 25.7.61, effective on 26.7.61. 
Bank Holiday. 


Aug 22, June 19, July 24, July 31, Aug 8,! 
1961 


1961 


6 33 


68 
5 


5% 


6-64 
2.366 


Dive 


2.519 


July 19, 1961 co Change in —_ 
% Of Year to Monthly Periods 
Gross July, 1961 
Deposits 1961 Apr May June July 
Investments: 
Barclays 260.3 15.0 —- 58.3 — - 0.2 -20.2 + 0.3 
Lloyds 208.4 15.9 — 47.1 - 5.4 - 4.9 — —14.4 
Midland 227.3 14.1 — 74.4 -10.0 — — —21.4 
National Provincial .. 103.4 11.6 — 38.0 —27.9 — +0.5 + 0.5 
Westminster . . .« fee BA — 46.1 — 24.3 _ _- — 
District sa > ee ae —- 13.4 - 0.4 —- 2.9 -- — 
Martins ” ». 47.8 13.3 — 2.7 —- 2.7 oa — — 
Eleven Clearing Banks 1,048.9 13.9 — 291.5 -72.6 —- 8.4 21.9 -—35.4 
Advances: 
Barclays 825.2 47.5 + 80.2 +21.3 + 9.6 0.8 - 0.2 
Lloyds 635.9 48.6 + 19.5 +15.2 + 4.7 8.6 + 4.1 
Midland . 809.4 50.2 +1403 .0 --- +12.1 3.1 +419. 
National Provincial .. 455.4 51.0 + 42.6 +24.4 —- 4.5 +10.4 
Westminster . . . 480.8 48.2 + 41.9 + 6.1 —- 0.4 9.1 +24.6 
District 129.5 49.8 + 10.9 + 4.7 - 3.2 5.0 —- 3.3 
Martins P .. 169.5 47.2 + 6.1 +16 - 0.9 5.7 + 3.2 
Eleven Clearing Banks 3,675.1 48.9 +318 .6 +70.5 +24.8 8.5 +55.8 
Trend of Bank Liquidity* 
1958 1959 1960 1961 
Dec Dec 
Mar Mar 31 Mar July 31 #jMar Apr May June July 
i ae ee ee i Le 
Barclays 34.2 30.1 32.9 31.0 30.2 31.4 30.2 30.8 30.0 32.0 32.5 
Lloyds 31.9 29.5 32.9 31.0 30.8 32.6 31.0 30.8 30.8 30.5 32.7 
Midland 33.9 30.4 36.1 30.1 30.4 33.1 29.5 31.7 30.2 30.1 31.3 
National Prov 34.0 31.1 37.0 30.0 31.7 33.5 29.8 31.3 31.8 32.6 33.1 
Westminster... 35.4 32.8 33.4 33.4 31.8 32.2 32.0 36.0 35.9 36.2 34.5 
District ao.0 2e.5 22:3 32.3 31:2 3.5 BO RH 2 HS ee 
Martins » 28.9 3.5 6.3 HD 52-5 M.S BT 88.7 32 HS Re 
All Clearing 
Banks .. 33.9 31.0 34.3 31.5 31.2 32.6 30.4 32.0 31.5 32.2 32.9 


Aug 14, Aug 21, 


1961 
7 
6% 
63 
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Date* 


1938 (av) 


1951 Dec 
1952 ,, 
1953 >> 
1954 ,, 
1955 ,, 
1956 ,, 
1957 ,, 
1958 ,, 
1959 ,, 
1960 _,, 
1960 
Aug .- 
Sept .. 
Oct 19 
Nov 16 
Dec 21 


1961 

Jan 18 
Feb 15 
Mar 15 
Apr 19 
May 17 
June 21 
July 19 
Aug 16 


1938 (av) 
1951 Dec 


1955 _,, 
1956 ,, 
Gr 6s 
1958 ,, 
1959 _,, 
1960 _,, 


1960 
May .. 
June .. 
July 
Aug .. 
Sept .. 
Oct 
Nov 
Dec .. 
1961 
Jan 
Feb 
Mar .. 
April .. 
May .. 


121 


125. 


119. 


123 


124. 
126. 


126 


131. 


123 


—s 
CcomMmmowmoom © wm 


8. 
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Mm~IWONA WL w CAOAUNWoON 
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8 
8 
8. 
8. 


COD OWA 


Net 


Depositst 


{mn 


233.0 


668 
675. 
691. 
738 
672. 
659 
676. 
687. 
727. 
708. 


CONWUON SUPER 


716. 
714. 
694. 
702. 
708. 


Oo Ff UW WwW 


688 
682 
687 
693 
705. 
699. 
705. 
698. 


SINNOANKHE AY 


46 
106 


120. 
118 
116 
124. 
132 
134 


OAWMDAANW Uw 


334. 
136. 
133. 
133. 
133. 
134. 
136. 
134. 


CONN OW ADO 


137.2 
135.3 
137.8 
136.2 
142.1 


Liquid 
Assets] 


{mn 


34.0 


90.7 
122 
113 
119 
120. 
121 
143. 
127. 
137 
131. 


CO OOS RAOWO 


98. 
123. 
128. 
127. 
131. 


oonunu 


—s 
S200 N00 = we 


COOCOOAD~ 10 MN 


es 
CO CO = 
SIM 0004) 


10. 
11. 


NNUCOBR AD 


° 


13.9 
12.0 
16.3 
14.6 
14.3 
15.5 
16.0 
18.4 
16.2 


16.3 


ANaAaagn A .- 
ANNI ® © 


AAA ARAM 


AASAA WON 


MAHON 
1 NS Co Ky 


Scottish Banks 


Special Investments 
Deposits ‘Total Govt 
{mn {mn % {mn 
_— 142.2 58.1 — 
(6.0)§ 384.2 50.9 373.5 
— 382.2 50.6 369.7 
-- 416.6 53.7 403.7 
ao 430.5 51.4 419.0 
— 378.1 48.7 364.9 
— 359.4 47.1 345.2 
— 351.7 44.9 339.3 
= 349.1 44.1 335.6 
_ 313.5 37.7 289.0 
= 265.8 32.9 240.1 
7.3 285.7 37.1 ‘a 
7.8 267.2 34.5 241.4 
po 265.7 33.8 240.0 
eae 265.9 32.9 240.2 
7.9 65.8 32.9 240.1 
8.0 262.6 32.8 237.0 
7.9 259.2 32.7 233.6 
7.9 252.7 32.3 227.0 
7.9 251.6 31.9 226.0 
7.9 251.2 30.9 226.1 
8.3 250.7 30.8 225.9 
8.1 250.6 31.3 225.7 
9.9 250:3 313.2 223.2 
Irish Banks|| 
— oe ea 
ne 55.2 44.8 (113.9) 
— 57.4 43.3 (101.3) 
— 55.6 41.5 (95.5) 
— 54.6 39.9 (98.0) 
— 55.9 39.1 (105.6) 
—— 53.6 35.6 (100.0) 
_ 46.6 30.6 (89.1) 
— 32.1 36.9 * 
— 50.1 33.5 (93.1) 
— 50.1 34.6 ‘5 
a 49.7 33.9 PY 
— 49.5 33.7 (92.2) 
— 49.3 33.3 FS 
— 48.6 32.5 oh 
a 46.6 30.6 (89.1) 
—- 48.5 31.8  .. 
— 48.9 32.4 .. 
co 49.5 32.4 (90.7) 
a 47.2 Gee .. 
— 47.5 30.4 es 


Advances 
{mn % 
82.6 33.7 
221.7 29.4 
200.7 26.5 
191.8 24.7 
217.8 26.0 
200.4 25.8 
204.8 26.9 
206.9 26.4 
235.6 29.8 
311.6 37.5 
342.7 42.4 
335.7 43.5 
336.5 43.4 
333.3 42.4 
341.4 42.3 
342.7 42.4 
338.9 42.3 
344.1 43.4 
352.1 45.0 
366.5 46.5 
362.8 43.7 
365.9 45.0 
385.0 48.1 
381.6 47.7 
.  & See 
52.4 42.5 
57.8 43.6 
56.1 41.8 
56.7 41.5 
64.0 44.8 
70.2 46.6 
80.3 52.8 
77.8 53.4 
79.7 53.3 
82.0 56.7 
81.0 55.2 
83.0 56.5 
82.8 55.9 
83.1 55.5 
80.3 52.8 
79.7 52.2 
81.3 53.9 
83.4 54.6 
84.6 54.8 
85.7 54.8 


* For Scottish banks figures before Oct, 1960, relate to dates varying from bank to bank 
between the middle and end of month. For N. Irish to June 30 and Dec 31 and dates in 
middle of other months. 

{ Liquid assets comprise cash (excluding 100% note cover, above “‘ authorized ” circu- 
lation), balances with Bank of England, money at call and bills; all ratios calculated as 


percentage of gross deposits. 


§ Treasury Deposit Receipts. 


+ Excluding items in course of collection and transit items. 


| Actual liabilities and advances of banking offices in N. Ireland other than National 
k, which is a London clearing bank; liquid assets and investments are computed pro- 
portions of the banks’ total holdings based on ratio of deposits in N. Ireland to total deposits; 
but British Govt. securities are actual holdings including those of offices in Eire. 
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(£ millions) 


1951* 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959+ 
1960+ 
1958: 


1959: 


1960: 


1961: 


II 
III 
IV 

I 

II 
III 
IV 

I 

II 
III 
IV 


I 


Official 


Sales (+) 


+862t 
~ 862 
+324t 
+ 286 
+ 507t 
+ 309 
+125t 
+ 80 
+ 81f 
+187 
+ 33t 
~ 195 
— 29} 
+ 20 
+141} 
+ 46 
~246t 
+ 14 
+ 86 
» J 
+ 61t 
+ 39 
+ 67t 
+ 68 
~ 109 
+290 
~ 60 
~ 581} 
—— 
+104 
- 3 
+189 
~124 
+302 
~ 345 
~ 125 
“R 
- 34 
+202 
+ 106 
+198 
+ 52 


—110 
— 443 


Banks 


+417 
— 382 
+187 
+392 
+119 
+156 
+ 67 
~ 139 
~ 334 
+ 72 
~ 35 
+ 4 
+ 69 
+127 
+ 33 
218 
~ 397 
+ 33 
~ 438 
—212 
+ 87 
+ 30 
+ 22 
+ 71 
~101 
+ 2 
~178 
~ 308 
~118 
+141 
- 31 
+139 
-? 
+ 61 
~ 229 
~ 399 
~123 
+i 
~ 62 
+ 24 
=o 
+ 24 
~ 85 
~ 216 


* Mid-March to end-December only. 


t To mid-December (but includin 
non-publication of Bank of Englan 


mid-December, 1960. 
} Includes securities sold to (or bought from) Banking Department of Bank of England. 


NoTeE: Quarterly periods are between bank make- 
throughout 1958 of Scots Banks and Discount Mar 
1959, I, for both stock and bills, which are for quarter 
the relevant derived totals in the final column are liable to er 
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Domestic Banking 
Portfolios 
Clearing Scots Discount 
Banks Market 
-27 - 3 
+ J -110 
+2 -—- 23 
+17 + 77 
+34 + 92 
- 2 — 97 
+15 - 10 
Soe ee 
-54 - 65 
+ 3 + 27 
-20 - 14 
+2 -—119 
-6 - 70 
+14 + 62 
- 4 + 98 
-12 + 9 
-47 - 4 
— - 68 
-49 4134 
- 3 —- 68 
+4 4 33 
- ] —- 80 
+i + 2 
+d + 16 
-5 + 3% 
- 1 +4192 
-22 + 20 
-10 -—243 
-10 + 10 
+3 -—- 10 
- 1 o oe 
9 + 3535 
-14 - 32 
+4 +130 
-6 + 36 
- 6 -— 80 
-21 + 12 
- 6 + 21 
-21 + 44 
+22 -—- 77 
- 1 + 4 
-13 + 6 
-13 —- 54 
- 3 —130 


Total 


+387 
—489 
+ 166 
+486 
+244 
+ 37 


+ 72 
— 137 


453 
+104 
—- 69 
~ 113 
a 
+203 
+127 
—221 
~ 448 
—- 38 
~353 
— 283 
+124 
- J! 
+ 50 
+ 92 
- 70 
+193 
~ 180 
— 561 
~118 
+134 
~ * 
+194 
~116 
+195 
~ 199 
~ 363 
~ 132 
Rm 
~— 
+17 
+ 79 


— 152 
— 349 


-ends. 


Government Sales of Marketable Securities 
Stock shown in bold figures; Treasury bills in italics 





** Non-Bank ” 
Portfolios 
Home 
Overseas and Total 

Official Overseas 
Private 
ot 2 +475} 
— 366 - 7 — 373 
= a + 158 
-310 +4110 — 200 
a4 os +263t 
+208 + 44 414252 
ny é + $3t 
— 48 + 265 +217 
os sad + 534t 
- 39 +142 + 3 
me is + 102t 
— 34 — 48 — §2 
me 4 —- 22t 
-— 105 ~—~ 78 — 183 
aA fi + 14f 
+ 70 +197 + 267 
iz + 202t 
ne ‘4 + 52 
+ 66 4373 +439 
- 4 +286 +282 
~ ae — 63 
+4 +4 +@ 
- : + 17 
- 6 - 18 —- 24 
- a — 39% 
+ 87 +10 497 
ve St + 120t 
ss a — 20f 
+ 3% +53 4+ 9 
- 7 —- 23 — 30 
+ 4 > 3: oe 
~@ +39 -¥% 
- 21 + 13 - 8 
+92 +15 #£=+4107 
—- 33 —113 — 146 
+ 71 +167 +28 
+ 59 +104 +4163 
- 4 - 62 - 66 
+ 53 +188 +241 
- 40 +177 +4137 
- 13 +194 44181 
31 + 4 =| 27 
- 2 +4 +4 
+ 6] -155 —-—- 94 


g overlap in second half of March made inevitable by 
d figures for 1959, I); 1960 — mid-December, 1959- 


up dates except for (i) stock figures 
ket, (ii) “‘ Official Sales” figures in 
In these instances, therefore, 
ror. 


ee, Gee OR Qa £2 A | fm oat 


— 


—_ 
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THE EXCHEQUER FINANCES 








I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1961, to corresponding 
estimates loss* on Aug 19, period of 
1961-62 1960-61 1961 1960 
Total Inland Revenue 3,598 + 386 920.9 +142.5 
Customs and Excise 2,510 +120 1,017.8 + 58.1 
Other revenue a 400 + 68 152.9 + 63.9 
Total ordinary revenue . 6,508 +574 2,091 .5 +264 .4 
Debt interest (including sinking fund) 700 a 334.4 — 32.3 
Other consolidated fund .. 115 — 17 35.0 - 1.0 
Supply expenditure 5,187 — 198 1,868 .7 — 103.2 
Total ordinary expenditure 6,002 —215 2,238 .O — 136.4 
Above line surplus or deficit .. + 506 +359 — 146.5 +127.9 
Net deficit below line -575 —- 34 — 232.2 - 39.8 
of which 
local loans (net lending shown 
minus) is + 57 + : + 21.8 a - ae 
loans to state industries, net .. —339 — 169.0 + 0.7 
Total deficit — 69 1305 — 378.7 + $8.1 
* Plus indicates increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
Ii—National Savings 
({£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (met) Maturity vested* 
1953-54 .. +19.0 + 0.3 -79 .3 — - 60.0 88.6 —38.4 6,008.7 
1954-55 .. +46.0 +51.1 — 35.4 — + 61.7 88.8 —28.8 6,126.2 
1955-56 .. +19.7 +21.5 - 80.4 o— - 39.2 82.7 —-50.8 6,123.6 
1956-57 .. +72.0 + 3.2 — 20.6 +65.0 +119.5 3a.3 —38.9 6,240.0 
1957-58 .. -—21.3 —22.2 -62.4 +80.2 - 15.6 45.9 -17.7 6,272.0 
1958-59 +351. 9 +117.9 -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1959-60 . .. +66.9 +144.4 +52.7 +41.1 +306.0 83.5 - 1.7 6,969.0 
en oe ‘ +56.8 +107.4 +4+29.5 +55.5 +248.3 92.7 - 1.7 7,305.0 
April-June +22.2 +23 .7 +10.4 +10.3 + 66.6 20.5 - 0.3 7,054.0 
July < + F.F -+35.5 -22.9 +3.8 + 2.1 8. - 0.1 7,065.0 
1961-62 
April-June -—- ie +17.5 +19.0 +12.2 + 43.2 21.1 - 0.1 7,368.0 
July + +0.4 + 3.9 —13.5 +2.9 - 6.3 7 .6 os 7,370.0 


* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Iil—Floating Debt 


(£ million) 








Change in three 


Aug months to 
19, Aug19, Aug 20, 
1961 1961 1960 
a ae — 
316.8 + 0.5 + 71.9 
3,290.0 +110.0 —- 10.0 
1,732.5 -106.6 +101.5 








Beginning of April* 
1959 1960 1961 
Ways and Means Advances: 
Bank of England . — — — 
Public Departments .. 291 .6 215.3 299 .4 
Treasury Bills: 
Tender. . 2,950.0 3,460.0 3,110.0 
Tap 1,986.3 1,845.7 1,599.2 
5,227.9 5,521.0 5,008.6 





5,340.8 + 5.4 +163.4 








- A nae TY in each fiscal year (since split of Treasury bills 
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cannot usually be calculated 



































Sterling-Dollar Exchange Rates 


Aug 19, June 23, July 21, July 28, Aug4, Augil1, Aug. 18, 
1960 1961 1961 1961 1961 1961 1961 





























Official Market 
Seot .. .. 2.81% 2.78 2.784 2.794 2.803 2.80} 2.80} 
3 months .. licpm 27;cpm 24cpm 23#cpm 2#cpm 2icpm 2c pm 
Security* » oar ae 2.754 2.76%; 2.79 2.772 2.794 
* New York market quotations. lL 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold UK Trans- Official 
and Dollar Special actions Reserves Private 
Surplus (+) Ameri- Payments with IMF Change at End UK 
Years and or can and Drawing (+) in of Dollar 
Quarters Deficit (—) Aid Credits Payment (—) Reserves Period Balances} 
1946 .. — 908 an +1123 — + 220 2696 194 AN | 
1947 .. -4131 — +3273 +240 — 618 2079 267 proc 
1948 .. -1710 682 + 677 * + 60 — 223 1856 295 to | 
1949 .. -—1532 1196 + 116 = — 168 1688 236 
1950 .. + 805 762 + 45 — +1612 3300 257 Den 
com 
1951 — 988 199 — 176 — — 965 2335 508 colt 
1952 — 736 428 — 181 — — 489 1846 472 
1953 + 546 307 — 181 — + 672 2518 49] var 
1954 + 480 152 — 280 — 108f + 244 2762 428 ) 
1955 — 575 114 — 181 — — 642 2120 480 | 
1956 .. — 626 66 + 12 +561 + 13 2133 679 
1957 .. — 419 26 + 533 — + 140 2273 602 ( 
1958 .. +1005 6 — 215 _ + 796 3069 654 
1959 .. + 449 — — 420 — 362 — 333 2736 719 
1960 .. + 771 — + 79 ~ 354 + 496 3231 1236 eo 
1959: 
I + 173 — 97 — 200 + 70 3139 784 
II + 206 — - 11 — 162 + 33 3172 737 
III + 164 _ —- 52 = + 112 3284 672 
1V .. — 94 — — 454 — 548 2736 735 Pay 
1960: 
I -- + 107 _— - 20 — 42 + 45 2780 928 
II + 180 —_ - 25 — 42 + 113 2892 1224 
III + 398 ae —- 42 — 140 + 216 3108 1395 
IV ve oe Oe = + 166 — 130 + 123 3231 1236 
1961: AN 
I .. — 199 —_ - 11 — - 210 3021 1359 prov 
April .. - 59 — 14 —— - 73 2948 + 
May .. — 45 _ — a —- 45 2903 oa mol 
June .. — 132 — _— — — 132 2772 s3 mac 
ore “ - 14 ie ~ 250 2772 : tat 
July .. - 319 — _ a — 319 2453 
Main Special Items Detailed 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1948 South African loan ; 325 Canadian loans, etc. .. 181 
1956 Sale of Trinidad oil  .. 177 1954 EPU funding payment .. 
1957 India’s IMF loan roa | 1958 Service of N Amer loans 188 
Return of interest on US 1959 Repayment of Ex-Im .. 255 
ere = oe Service of N Amer loans 184 D 
Export-Import Bank .. 250 1960 Service of N Amer loans 187 ! 


1960 US bid for Ford Motor.. 367 
* Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin. 
J Remainder of 1947-48 loan repaid in sterling. 
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W hat’s on the 


['C:-T stands for youP 





AN OPPORTUNITY TO STUDY I-C:T data 
processing equipment at work and 
to discuss its benefits with experts. 
Demonstrations showing electronic 
computers and 21-, 40-, 80- and 160- 
column punched card machines doing a 
variety of jobs including: 

PAYROLL 

JOB COSTING 

STOCK CONTROL 

CREDIT CONTROL 

SALES ACCOUNTING 
* * * + * + * * * * a € * a 
STORES PROVISIONING 
INVOICING AND STATEMENTS 


MULTIPLE STORES INVENTORY 
CONTROL AND MANAGEMENT STATISTICS 


——- = ££ © €¢ ££ 2 € @€8 C6 @& € 


INVOICING—WITH AUTOMATIC 
COMPARISON WITH STOCKS 
AND SIMULTANEOUS PRODUCTION 
OF SALES ANALYSES 


AN OPPORTUNITY TO SEE the latest 
products of I-C-T research. Faster, 
more efficient and more economic 


machines which bring new concepts to 
data processing. 





DATA PROCESSING. 


MAKING THEIR FIRST PUBLIC APPEARANCE 
The 558 computer, which introduces a 
new dimension to 40-column equipment, 
making it the world’s most powerful 
small punched card system. 


The extremely powerful 1301 medium- 
sized computer which offers both large 
and small business organisations flexi- 
bility, ample capacity and high pro- 
ductivity at low cost. 





ELECTRONIC COMPUTER 
EXHIBITION 
October 3rd—I12th I-C:T STAND NO. 21 


BUSINESS EFFICIENCY 
EXHIBITION 


October 3rd—II1th I-C:T STAND NO. 25/36 








------------- 


INTERNATIONAL COMPUTERS AND 
| TABULATORS LTD. (EXHIBITIONS DEPT.) 
! 149 PARK LANE, LONDON, W1 


Please send me tickets (insert number in bor) for | 


the following erhibitions (delete exhibition not | 
required): | 


ELECTRONIC COMPUTER EXHIBITION | | 


LI 
I 
i 
| 
































MODEL ROLAND & STONE 


Members of the New York and American Stock Exchanges. 








INTERNATIONAL 
SECURITIES 


120 Broadway, , 
New York 5, N.Y. 370 Rue Saint-Honoré, 
Telephone: Worth 4-5300 warts. 
Cables: Morodeal Telephone: Anjou 9350 




















DO YOU STILL WANT 


to retain discarded 
bits and pieces of old 








jewellery, gold & silver? 


They could help this voluntary Hospital 
if sent to the Appeal Secretary, 
FLORENCE NIGHTINGALE HOSPITAL 


19 Lisson Grove, London, N.W.| 
Telephone: PADdington 6412 











As ohe of the leading ‘banks in Japan, he Senk of G E N E ROS TY RE PAI D ) 


Kobe has played a vital part in the commercial “TI give nothing to my Lord Saye, and do make him this 
legacy willingly, because I know that he will faithfully dis- 
tribute it to the poor.” This mention, in the will of the 
Whotever your banking needs, the Bank of Kobe past Earl of Stratton, may have been his total gift to 
will serve you with courtesy, efficiency ond pe or merely a commentary on the character of 
; ; ord Saye. 

integrity. These days the will-maker usually gets advice, and the 
conscientious advisor’s concern is that money should be 


willed to good purpose. There is no better one than helping 
The BAN K of KOBE, Ltd. maltreated children. 


Heod Office: Kobe, Jopon When advising on wills and bequests remember the 
146 Branches throughout Japon 


Representotive Offices: london + New York Pe ad S e Pp ° Cc e Cc 


Victory House, Leicester Square, London, W.C.2. 


ORS NOTIN RE I AER AEST ee © 
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UNITED DOMINIONS TRUST 


LIMITED 





Record Volume of Business in a Difficult Year 





United Dominions Trust Limited was 
held on August 16 in London, Mr. J. 
Gibson Jarvie (the Chairman) presiding. 


The following is an extract from his 
Statement to Stockholders: 


Despite the disheartening character and 
the numerous problems of the year, it gives 
your Board considerable pleasure to tell a 
most heartening story of growth and 
diversification. 

The Balance Sheet figure has now 
reached in the circumstances the prodigious 
total of £215,000,000, an increase of some 
£40,000,000 in the year. 


With last year’s increase in the Com- 
pany’s capital, the Capital and Reserves of 
the Group have increased from {20,282,471 
to £26,327,912. Loans from banks and 
current deposit and other accounts have 
risen from {134,351,109 to £167,306,718 
and Cash in Hand and at Bankers now 
stands at £15,487,825. ‘The total of Cur- 
rent Assets is £205,517,983 against Current 
Liabilities of £170,059,639, a most signi- 
ficant and conservative ratio. Deferred 
future income has grown to £13,956,054, a 
new high level, and Profit and Loss Account 
stands at {1,266,740. The market value of 
our portfolio of investments is very sub- 
stantially higher than their cost but that 
surplus is not reflected in the Balance 
Sheet. 


Tun 39th annual general meeting of 


Record Volume of Business 


Although the year just concluded has 
been one of accumulating difficulties, prob- 
lems and events beyond our control, the 
Group has conducted a record volume of 
business, a quite remarkable expansion and 
diversification in its character, and has con- 
trived to incorporate the whole adminis- 
tratively within the Group. And we must 
not ignore the constructive steps taken to 
provide for contingencies and to strengthen 
the Group. 

I think, therefore, I am entitled to say 
that the Group is in a position to face 
with every confidence a future which still, 
by no stretch of the imagination, can be 
described as stable. I am fortified in my 


XXXi 


view by the continuing and upward trend 
in the volume, variety and quality of the 
business offering. Subject to our being 
permitted to carry on our various activities 
in a more or less normal manner, the year 
in which we have entered is full of promise. 

After reviewing the economic scene, Mr. 
Gibson Jarvie continued: 

Despite all the acknowledged difficulties 
of our age and all the heavy burdens we 
have had to carry, the scope of our Group’s 
activities is always widening and our im- 
portance in the different markets in which 
we are engaged, constantly increasing. 

Stockholders may be assured that the 
possibility of expansion or diversification 
in any of our companies is unlikely to be 
missed. 

We have weathered all sorts of storms in 
the past forty years and I have no doubt 
that we shall successfully ride those of the 
next forty. Crises of one sort or another 
are inseparable from the shaky economy 
which most nations are supporting just 
now and I am not sufficiently sanguine 
about our own pattern of government to 
expect that we shall escape any of them. 


Wider Market for U.D.T. Shares 


Yet, in spite of all, the evidence of pros- 
perous growth in the U.D.T. Group cannot 
be gainsaid and your Directors have un- 
bounded faith in the future of the Group. 
The Stockholders whose names have been 
on our books for years—and there are 
many of them—have found U.D.T. a safe 
and extremely profitable investment and 
the price of our shares on the market from 
time to time is ample evidence of the 
regard in which we are held by the invest- 
ing public and by the institutions. In this 
connection, I may inform you that your 
Board intends to give serious consideration 
in the not distant future to the advisability 
of altering the nominal value of the shares. 
Since growth value has always been a 
particular attraction of U.D.T. stock, it 
may prove desirable to split the present £1 
stock units so as to induce a wider group 
of the investing public to participate in the 
fortunes of the Company. 











BANQUE MISR 


NATIONAL CORPORATION 
151 MOHAMED FARID STREET, CAIRO, EGYPT (U.A.R.) 
(Established 1920) 





Chairman and Managing Director: MOHAMED ROUCHDY. 
Deputy Chairman and Managing Director: MAHMOUD EL-ATTAL. 
Managing Director: AHMED Fovap. 


Telegrams: “‘ Banisr ’’ for Head Office and all Branches. 
Code: Peterson’s 4th ed. Tel. : 78295. 
London Correspondents: Barclays Bank; Lloyds Bank; Westminster Bank; 
Midland Bank. 


New York Correspondents: First National City Bank; Chase Manhattan Bank; 
Chemical Bank New York Trust; Morgan Guaranty Trust; Bank of 
America; Hanover Bank; Irving Trust; Manufacturers Trust. 





CONDENSED BALANCE SHEET 
DECEMBER 31, 1960 











LIABILITIES 
Capital .. - — re va re ? .. £E. 2,000,000 
Reserves .. i a ci a a os . = 7,613,844 
Deposits, etc. .. om 5) a a re ae ,, 128,390,899 
Total - " ied He .. £E.138,004,743 
ASSETS 
Cash, etc. a, ig le ‘i o .. £E. 17,446,934 
Investments ne i he ‘a 4 ae iy ,, 232,090,406 
Loans and Discounts .. ae a i iy », $4,592,031 
Other Assets Py a Mu - is a a = 3,875,372 
Total ee ‘i = ee .. £E.138,004,743 





DivipENDs: 1956, 2114 per cent. per annum; 1957, 233; 1958 and 1959, 28}; 
1960, 288. Shares: £E.4. Meetings: March. 


Branches 
Egypt, 47; Libya, 2; Sudan, 4; Saudi Arabia, 2; Syria, 11 
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(Incorporated in Iraq with limited liability) 


STATE BANK OF IRAQ 
HEAD OFFICE : BAGHDAD 


LIABILITIES 
I.D 


Authorized Capital 


5,000,000 





Paid-Up Capital 

Reserve Fund. 

Profit and Loss Ac- 
count: As per Profit 
and Loss aati 
tion Account . 


4,716,279 
1,980,000 


6,869 





Current, Deposit and 
Other Accounts 

Sundry Credit Ac- 
counts(includingI.D. 
2,600,000 Long-Term 
Liability) 

Provision for Income 
. = ; 


. 38,327,758 


4,923,068 


516,500 





Credits, Guarantees, 
etc., on Account of 
Customers 


I.D. 


6,703,148 


43,767,326 


14,246,731 





64,717,205 





BALANCE SHEET AS AT 3ist MARCH, 1961 


THE RAFIDAIN BANK 


ASSETS 
I.D 


Cash in Hand, at Call 
and at Banks 
Gold Bullion (for Trad- 
ing)—At Cost a 
Iraq Government and 
Other Securities—At 
or under Cost : 
Bills Discounted, Ad- 
vances, etc. (Less 
Provision for Doubt- 
ful Debts): 
Bills Discounted. . 
Advances, etc. 


10,528,984 


. 22,488,363 





Sundry Debit Accounts 

Lands, Buildings, Fur- 
niture and Fittings— 
At Cost /ess Depre- 
ciation aS i 

Officials’ Housing 
Scheme—Net Cost of 
Land and Buildings 
less Instalments Re- 
ceived 

Customers’ Liability for 
Credits, Guarantees, 
etc.—per Contra 


I.D. 


13,832,538 


216,915 


1,077,366 


33,017,347 


937,443 


927,233 


461,632 


14,246,731 





64,717,205 





PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 3ist MARCH, 1961 


Total Charges, 
ciation 


including eine 


Profit for the year ended 
March, 1961 carried down 


PROFIT AND LOSS APPROPRIATION ACCOUNT FOR THE YEAR ENDED 


1.D. 
720,736 
1,217,154 





1,937,890 


I.D. 


Provision for Income Tax: 
On results of year to 


3lst March, 1961 


513,810 


Less: Over-provision on 


previous years 


1,211 


Transferred to Paid-Up 
Capital .. af 

Transferred to Reserve 
Fund 


Balance carried forward : as 


per Balance Sheet 


LONDON OFFICE: 





Total Income 


3ist MARCH, 1961 


1.D. 


512,599 
176,139 
530,000 

6,869 


1,225,607 


1.D.1 





Balance brought forward as at Ist 


April, 1960 


Profit for the year brought down .. 


= £1 Sterling 


I.D. 
1,937,890 





1,937,890 


8,453 
1,217,154 


1,225,607 


13 & 14 KING STREET, E.C.2 


Telephone: MONarch 7437 


Telegrams: RAFIDBANKO 


Branches throughout Iraq and in the Lebanon and Jordan 
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He may not have the touch of a master, but 
his achievement is probably as great—he 
ys is a Spastic. The muscle-controlling part 
ats, of his brain was damaged at birth, and he 
| had to be taught with patience, care and 
world affection how to use his limbs. 
The National Spastics Society has 
t announced a £2 million endowment for the 
O world's first Child Health Research Unit 
under the Prince Philip Professor of 
master Paediatric Research. 
Will you help us in this work, and remember 
the Society when advising your clients on 
charitable legacies. 


Loving care costs money 


= 
SS 
~ . 
SSS 


SS 
.: 


By 
P 


Spastics need the help of Bankers now! 


National Spastics Society, 12 Park Crescent, London, W.1. MUSeum 20 
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